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TUESDAY* SEPTEMBER 20. 1983 

U.S. Senate, 

Subcommittee on Education, Arts and Humanities, 

Committee on Labor and Human Resources, 

Washington, D.C 
The subcommittee met, pursuant to notice, at 10:10 a.m., in room 
SD-430, Dirksen Senate Office Building, Senator Robert T. Stafford 
(chairman of the subcommittee) presiding. 
Present: Senators Stafford, Grassley, Fell, and Randolph. 

OPENING STATEMENT OF SENATOR STAFFORD 
Senator Stafford. The Subcommittee on Education, Arts and 
Humanities has called this hearing to consider the recent prolifera- 
tion of interstate guarantee arrangements in the area of student 
loans and to review the effect such arrangements have had on stu- 
dent access to loan capital. 

As chairman of this subcommittee, I have been concerned that 
the student financial assistance programs so painstakingly con- 
structed over the past quarter century work, as the Congress in- 
tended, to the benefit of students. The Higher Education Act of 
1965 provides for the establishment and operation of State agencies 
to guarantee student loans under the guaranteed student loan pro- 
gram and for the operation of nonprofit private organizations to 
guarantee loans in States which do not choose to establish State 
agencies. u" i_, &a 

During the past three m^jor reauthorizations of the Higher edu- 
cation Act, in 1976, 1978, and 1980, the Congress has explicitly 
sought to insure a decentralized system of loan guarantee arrange- 
ments by strengthening incentives to build strong State loan guar- 
antee agencies. Although the law does not specifically prohibit a 
nonprofit private guarantor from guaranteeing loans in a State 
which has established a State guarantee agency, it is clear that 
Congress did not intend to have a proliferation of guarantors in 
any one State. * . 

We are now encountering a number of situations in which the 
clearly delineated relationship intended by Congress between State 
loan guarantee agencies and the so-called national guarantors is 
becoming cloudy, with resultant confusion of the student loan de^ 
livery system. I am concerned that certain of these national 
guarantors are now entering States to provide loan guarantees 
without adequately consulting ti« entity accountable to the public, 
that is, the designated State agency. I am also concerned about 

(l) 



nonessential guarantee arrangements which may have been en- 
tered into without sufficient notice to the Congress. 

In the opinion of this Senator, this is not merely a question of 
''turf" between the State agencies and national guarantors. Most * 
importantly* we are conducting this hearing to investigate whether 
the existing arrangements for guaranteeing student loans meet the 
principal purpose of providing access to loans in the coherent 
manner intended by Congress. The Congress has repeatedly tried to ■ 
insure that students have access to loan capital regardless of their 
economic circumstances* the kind of institution they attend, or 
their State or residence. It is apparent that our initiatives to im- 
prove access have not been completely successful. In certain States, 
where access to student loans has been far from universal, the 
State agencies have not provided sufficient incentives to lenders. 
This is especially true for students in proprietary school programs 
of short duration, for students who are taking out small amounts of 
loans, and for those who may not have had a prior lending rela- 
tionship with a bank. In these types of situations, where the State 
has not utilized its ability to act as a lender of last resort, it may 
be necessary to have an outside lender or an outside guarantor. 

Nevertheless, I believe that there should be some kind of inde- 
pendent determination of whether a State loan guarantee agency 
or an outside guarantor can do a better job of providing access to 
student loans. I do not believe that such a determination can o~ 
should be made unilaterally by either party. If we do not confront 
this matter now, we run the risk of seeing established, beyond the 
control of the Congress which created the student loan programs, a 
byzantine system of lending and guarantee arrangements which 
can only prove detrimental to the guaranteed student loan pro- 
gram and to the students it is intended to serve, I look forward to 
the testimony by today's witnesses, which I hope will enlighten us 
and provide us with some solutions to this difficult problem, 

Senator Randolph, I am delighted you are here, I assume you 
have an opening statement, and this would be a good time to make 
it. 

Senator Randolph, Thank you very much, Mr, Chairman. 

You are certainly correct in laying the foundation for the testi- 
mony of witnesses today in the matter of student loan accessibility. 

I will work my way through, perhaps* a very brief statement; I 
may ask to place parts of it in the record, and I shall ask to include • 
a letter. 

Senator Stafford. Without objection, we will make that right 
now as a ruling. 

Senator Randolph. Thank you very much. * 
Mr. Chairman, ordinarily, it would not be my purpose to begin a 
statement with a commendation of the chairman of the subcommit- 
tee, but 

Senator Stafford. You can, if you want to. 

Senator Randolph, I think sometimes, we do not speak for the 
record about these matters. We know of the work, the very com- 
mendable careers in certain aspects of legislative history, which 
are really the lifeblood of Capitol Hill, those Members who give 
time and attention to matters of education, You, as the chairman 
of our subcommittee. Senator Stafford, are one of these Members 
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with whom 1 have had the privilege and responsibility of sharing 
the matters for many, many years— I will not say how long— and 
during that number of years, I have repeatedly known how much 

* work you have done before a hearing opened, the study, the con- 
cern, and the attention that you have given to matters, especially 
in the fields of education and the environment. You and I serve on 
these two committees, Environment and Public Works, and Labor 

* and Human Resources, and I would like that to be part of tlie 
statement that I shall give today. It is not in any cursory fashion 
that I have offered these words of praise. 

Senator Stafford, Thank you. 

Senator Randolph, I wonder if it is agreeable to you, Mr, Chair- 
man 1 , to have the first witnesses come and be at the table. Would 
that be wrong? 

Senator Stafford. No, 

We would be glad to invite the first panel, which is going to con- 
sist of Mr, Richard Hawk, chairman of the board* Higher Educa- 
tion Assistance Foundation: Mr, J, Wilmer Mirandon, president* 
United Student Aid Funds* Inc; Mr, Stephen C, Biklen, vice presi- 
dent, Citibank, and Mr, James R, Bullard, vice president, Hawkeye 
Bancorporation, We would be pleased if you would come forward. 

Senator Randolph, Mr. Chairman, I welcome, with you and Sen- 
ator Grassley, today's witnesses. Other members of our subcommit- 
tee, I know, will plan on being present, if at all possible, to hear 
our witnesses. They are here to give testimony on whether it is 
proper— and I use that word; there might be other words that could 
be used— for one State guarantor to enter another State to provide 
loan capital for students and institutions who do not have access to 
guaranteed loans they need for college and university enrollment. 

West Virginia lenders are making such loans in South Carolina, 
I wish to place in the record a letter from the University of South 
Carolina at thb point, I believe you indicated that it would be 
agreeable, and I would like to have that made a part of the record 
at this point. 

Senator Stafford. Without objection, it will be included, 
[The following was received for the record:] 
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UHIVCRSITV OF SOUTH CAROLINA 

9 

AMO SChOl AnSntpS 

January 26* 1983 



Mr. Bon Morton 
Vice President 

Higher Education Assistance Foundation 
P. 0. Bo? S91 
Charleston, WV 21212 

Dear Hr. Morton: 

J greatly enjoyed talking with you last week, I had hoped to get this letter 
out on Friday, Out the "Great Blizzard of "B3, "'defended and shut us do^n. 
We are looking forward to your trip down here and trust it will be a successful 
journey. As I toTd you during our conversation, we have confirmed reservations 
for you and Mr. Snider at the Town House for Wednesday night February 9> 
The Townnouse. lotatt'd at 1615 Gervais Street* is about two blocks from 
our Office, The enclosed map should help you when you get into town. 

As I told you during our conversation , the University of South Carolina is 

rncst interested in obtaining additional guaranteed loon support for its 

students The situation that has developed over the course of the la&t 

several years here in South Carolina with the availability of GSL's* as 

you are aware, rakes it iterative that we Procure additional support. It , 

is for tMs reason that your Positive response is so encouraging. 

In reviewing our current loan volume and Projecting our future needs » several 
factors are important For ihis year 0932-S3J ne "3/e Processed applications 
totaling loan requests for approximately S6 "million. Of this amount* approxi* 
mately half is for out-cf-sute students, and half for in*state students. 

One of the factors at issue here is that the in-state loan requests through 
the S.C, Student Loan Corporation are .arunc*aHy low cue to the Corporation's 
Duolfshed loan hrits. The vast majority of ou-* unoer<5r* Juate students 
request no -ore than £1500 s iir.pl v because tnat ^s tr-e lint published on 
tne Ccrpoi'at Son s application. Furthermore, v>e nave «fr >Jy of knowing how 
frany students do not apoly sinply because they or ttieir r^rents are intimidated 
and e*asperated hith the fora itseif. 

!r aWitiCr, too njn} c f Our students are denier loa^ o* 1 the trtsis of the * 
Corjif rat ic r *t o^ arbitrary and subjective acad*~ ;c re -;ui fronts . The result 
of these nticatipf factors is tr,a*„ fe^er stutfer,^ have applied for sr.. alter 
1 f ^ ' s tflon *c. dd i.t ;t ltr c^'^o witr. a viaOT^ lcjr r*w&T, ^ hOuld, therefore, 
ar.ticiyate that cur luitiul r^eci for annual loa'. -iuF^crt would be in the 

*t 
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nt>i ctit>o rhQDd of S3 to mill mm, Tin* <it tudl amount >>ould. of course T depend 
to soi.e extent on the number of new f irst-timu horrohtrs who we would immediately 
put c-ti . and ;he nunber of renewal*, who would not uant to obtain a loan 
fro.u a second lender due to multiple repayment. The impact of this would 
be that trie volume For the first yc<>r would be less t r -*n succeeding years* 
d$ the number of renewals lessened- Certavnlyi I wouid e*Pect the vast 
majority of our Graduate and professional (law/medicine) students would 
af'pb through hEM regardless Of firevious loans. The bottom line i$ that 
our volu^ie could only increase substantially once we had a viable GSL program 
available. 

Again, we look forward to your visit, Please let me know if there is any 
other assistance I can Provide, 



Ray Edwards 
Associate Director 

RE/co 

Enclosures 

cc: John Bannister. Director 

Don Gricgs> Assistant Director 



Senator Randolph. Many of us are intensely interested, and we 
are keenly aware, that colleges and universities suffer, and may be 
suffering at this moment, from a national decline in the number of 
college-age youth. This is not the time— I do not think it is the 
time, if there is ever the time — to make matters worse, to com- 
pound them, by forcing schools to turn students away from their 
campusei because they are unable to obtain the guaranteed loans, 
for which they are legally eligible, from their State lender, due to 
what I call arbitrary limitations that have been placed on the 
amount a student can borrow— an amount far below the maximum 
loan allowed under the Federal statute. This limitation keeps the 
neediest students from enrolling in college, particularly the so- 
called high risk and, shall we say, less affluent, even poor, stu- 
dents, many of whom are from minority groups* These are the 
youth who are not from families who are what we call chronically 
poor — I have to watch these words, because sometimes you can be 
very enriched in your life and have but a few pennies in your 
wallet— but families who are this newer group of unemployed-poor 
as a result of the high unemployment throughout the country. 

Mr. Chairman, whatever the national rate of unemployment is at 
the present time — and perhaps I should place it in .the record, but I 
want to be correct; it is 8.5 percent, or 9, if anyone can give us— the 
national unemployment rate, now at 9.5. It is a fact that West Vir- 
ginia has an unemployment rate of twice that amount, and I will 
place in the record the most recent figure — do we have that— 17.5. 
So it has come down somewhat. 

So, I think that we have to be checking what I call discretionary 
income, and savings, because frankly, now, with the economic set- 
backs, family discretionary incomes are nonexistent, and they want 
very much to ask that they not be given money, but just that they 
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have the opportunity to borrow money for college expenses for 
their children. 

And so, if the need exists in any State—and I say any State— for 
new sources of guaranteed loan capital it would seem to me> then* * 
that State is either unwilling or unable to meet the need. And the 
proof of existing need lies in the fact that some States* like South 
Carolina* for example, have gone outside their borders, the borders 
of the people of that State* on behalf of those who are* in a sense, • 
pleading for assistance. 

Why, then* I ask the question* do we turn around and seek to 
penalize those who respond to that call for help? And often* there 
is an accusation that they have illegally been poaching* or they 
have made- an unlawful entry, as though they are burglars* acting 
in the dark of the night. If I have overstated that, why, it is but an 
illustration. 

Now* I am not sure. Senator Stafford* t\at it would not violate- 
the law if a loan guarantor refused to provide this assistance on 
request; I am not sure of that, but I am certain that you and 
others, more learned in the law than I am, will discuss it. 

We will have a witness today— I do not say he is the star witness* 
but he is certainly a very important witness— Richard Hawk, presi* 
dent of the Higher Education Assistance Foundation, Now* he and 
the firm he represents stand accused of unlawful entry across State 
lines to provide capital in loans for students. And you and others 
on this committee will give to Mr. Hawk and to others a very fair 
hearing. 

Now, I will not talk about Mr. Hawk too much, but anyone who 
has been working in West Virginia to help us* why, I want to have 
the record so indicate. It was about 3 years ago that Mr, Hawk set 
up our second-resort lending authority. He went into our State at a 
time— and remember, Mr, Chairman, he went in at our request — 
when there were only a few banks that were participating in West 
Virginia in the guaranteed loan program. Now* since that time* 
more than 158 lenders have begun to make loans to more than 
15,000 students who, I doubti could have gone to college had this 
assistance from another State not been available to West Virginia, 

Presently, Mr, Hawk operates in five States and in the District of 
Columbia, and he has returned every dollar of cash reserve ad- 
vances he received from the Federal Government enabling him to 
establish these six lending authorities, I know that Mr. Hawk pre- - « 
sented to Secretary Bell a check for $10,8 million, and he has re- 
cently reduced the guaranteed fee charged by the Foundation by 40 
percent, reducing student costs by $10 for every $1,000 borrowed. 

Now, I am inclined to believe that what Mr, Hawk and his Foun- « 
dation have done— if he is guilty, why, I think he is guilty only of 
making the most of our free enterprise system, which I hope is still 
existent, and he has sound business practices — wfe can develop that 
in testimony— and there is a wholesome competition that has 
ensued, 

i express my appreciation for the. opportunity to have this hear- 
ing. You, Mr, Chairman, I commend again. There is no one who is 
more interested* and I say it particularly again in this hearing, 
than you, Mr, Chairman. Your record shows not that you have fa- 
vored one or the other, but you have been fair, and that is all I am 
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asking today in this matter. The stewardship of our subcommittee 
has blen due in large, measure to your strength, and I have forked 
with you, as others have, to see that what we do is not distorted, 
not disarranged, but is orderly. , 

And so. whatever we have done or have no', done m destroying 
student aid programs through budget cutbacks in the last 4 years, 
all of us know that the guaranteed loan program has survived be- 
cause there has been a real need for it, and ^ere has been a dili- 
gence within you, Mr. Chairman, that has allowed the GSL pro- 
gram to survive. Today, as I said, this hearing will give us an op- 
portunity to determine what should be done, or what we can do, to 
resolve the problem. We may find it necessary to set a new nation- 
al policy for student loan access", I am not sure. But this hearing 
and others, I .think, are necessary so that we can take well-rea- 
soned action, and it must be crafted very carefully, as you and 1 
know. I just would not want us to think of this as a side issue, but 
that we await final action until we begin the Higher Education Act 
reauthorization process. I think the parties likely to be most alter- 
ed should have ample time, as we are giving time, through this 
hearing for them to be heard today, before we impose restrictions 
on HEAF in their ability to provide student loans where they are 
needed. 
Thank you, Mr. ; Chairman. 

Senator Stafford. Thank you very much, Senator Randolph. 
[The prepared statement of Senator Randolph tollowsij 

Prepared Statement op Senator Randolph ' 

Mr. Chairman, I welcome today's witnesses who are here to give ^™ 0 "I 0 " 
whether it is fitting and proper for one State Loan Guarantor to enter Another _State 
Tn order to' prlvidl addifionVl loan capital for student J^^^t 
Fpderal Guaranteed Loan Program. Simply stated, such practice a considereo w 
*wringS!rby students and institutions to sufficient levels of funds available 
to meet student credit demands in any State, as required by ' aw - . . 

For the record, I point out that West Vmnnia lenders are .making such loans in 
South Carolina, at South Carolina's specific request-or at least at the request ot 
South Carolina's colleges and universities. . Univer- 

Mr. Chairman. I wish to place in the record at thnr point a letter rr °™ | h ^" n ^r 
sity of South Carolina that establishes their lead role in inviting West Virginias 
hankers to Drovide additional guaranteed loan support. i;„ 
I usethe wit Virginia example since that is wWe my interest and concerns he 
fo ti£ m£t pari I L aware Zt the S^*. M ^ n ^^ M te ^,& w I* 
parent of the West Virginia Higher Education ^. n (( F ™^^' l ^ n a d X Wchard 
nihPr States for the purpose of providing loan capital tt, students, and Mr. » lcn »™ 
Hawk the PrSident P of l^VF fe here to testify today on the concerns, before the 

SU Mr*Chliir^an we are intensely aware that colleges and universities are svffering 
from a ™ onal'dMline n the numbers of college-age youth. That is evident from 
™te from Alleges and universities nationwide that competition among them s 
fieref former? stufent eligible to enroll in college, but that student enrollment is 

Sti Th1s )V i s n 'surelv no time to force institutions to turn students away because they 

Sgo e^where, outside their borders if necessary, to obtain the loan capital they 

re luch loan limitations and eligibility restrictions impos ed by a St ate *f A £ 
thority keeps the neediest students from going to college I P a rt>cubr£ the ^ a »« 
"high risk" poor and minority students-youths who are not only from families wno 
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tire chronically i^mr, but from thi* new-poor families crrtiu-d by Mil* long recession 
and hi^h unemployment rates natidonwide. These families no longer have. discre- 
tionary, sj>endable income after lift-Vnecessities aro taken- cart of, to use in support 
of a child a college expenses. + • ^ 

When it becomes known that the student Credit demand in a state is not being 
met because outside lenders art called in to satisfy that demand, it is usually be- 
cause the Stale Lending- Authority, established + as 21 secondary resort lender to 
assure loan access, is either unwilling or unable to meet that statewide demand. 

The whole reason for establishing State LendinjT Authorities, for which the Feder- 
al government provided start-up assistance, is to assure student nccess to loans. 
Why then, if a State goes outside its borders for sufficient loon capital, do we in- 
stantly leap to the conclusion thnt its wrong and must be stopped at all costs. 

It has been suggested that if a legally-established Loan Guarantor were to refuse 
such a request, it would be in violation of the law calling Tor the assurance of stu- 
dent access, not the otht»r way around, 

u? n p°i the w 1 . 1 ? 1 * 3 ^ on tne first Pnnel is Mr. Richard Hawk— the President of 
HEAF. He and his Foundation are the ones who stand "accused" of unlawful entry 
across state tines to provide loan capital for students and institutions. He will re- 
ceive a fair hearing, as will all the witnesses todny. 
If I may, I would just like to say a few words about Mr. Hawk, 
Mr. Hawk went to West Virginia a little more than it years ago with my blessings. 
He helped establish West Virginia's second-resort lender He did so at a time when 
there were 01 'y a handful of banks participating in the Guaranteed Student Loan 
Program. 

Since then, .-nore than loH lenders have been brought into the program and have 
made more than lf>,uOl> loans to students who could never have hoped to go to col- 
lege without them. * 

Mr. Hawk, who operates in 5 states and the District or Columbia, recently re- 
turned every single dollar or cash reserve advances he received from the Federal 
government to begin his Foundation and to establish these 6 lending authorities. 

Mr. Hawk presented to Secretary Bell a check for $I0.H million dollars a few 
months ago. 

Mr. Hawk has also recently reduced the guarantee fee charged by the Foundation 
by 40 percent, reducing student costs by $10 on every $L000 borrowed. 

I am inclined to believe that the onfy thing Mr. Hawk and the Higher Education 
Assistance Foundation is guilty of is having made the most of a free-enterprise 
system that we value highly, throagh sound business practices and healthy competi- 
tion in the marketplace. 

I have a namber of questions for Mr. Hawk. Included will be questions concerning 
the implementation of a new loan program for law students which, as I understand 
it, sparked the controversy that led to today s hearings to a greater extent than the 
fact that Mr. Hawk s foundation entered non-afTi Hated states in ordej* to provide ad- 
ditional guaranteed loan capital. 

Finally, Mr. Chairman, [ want to express my appreciation to you for making this 
hearing possible. There is no one more concerned for the educational needs of our 
children and youth than you, Voi;r able stewardship of this Subcommittee has given 
strength and meaning to our work. Without your strength and deep sense of fair- 
ness, many education programs would have been virtually destroyed by budget cut* 
backs in the last 3 years. All of as here today are particularly aware that this is 
true of the Guaranteed Student Loan Program. It has survived chiefly due to your 
diligence in watching ovr it. We are in your debt, and we thank you. 

Mr. Chairman, what we decide to do to remedy the problem be*^ discussed at 
todays hearing will amount to setting a new national policy for student loan access. 
If. after these hearings, it is deemed necessary to take legislative action, such legis- 
lation must be carefully crafted. 

It remains my hope that no action shall take place before we begin the higher 
education act reauthorization process, so that the parties likely to be most affected 
will have time for input in that process. 

I thank the Chairman for the time ajloted to me this morning. 

Senator Stafford, Senator Grassley? 

Senator Grassley. Thank you, Mr. Chairman. 

I appreciate the opportunity to participate in this hearing this 
morning, As you know, I am not a member of the subcommittee, 
but because my own State of Iowa has been a focus of the debate 
on whether State guarantee agencies should play an exclusive role 
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in guaranteeing student loans in their States, 1 have a strong inter- 
est in this matter. I appreciate your letting me participate Mr, 

* Chairman. 

A large lender in my State last year contracted with a nonprofit 
organization outside the State to guarantee their loans made under 
the guaranteed student loan program. That situation, as well as 

* similar situations in other States, is the basis for the controversy 
that is before Ms. We have an opportunity at this hearing) to more 
fully study whether guarantee services should be allowed to be 
broad-based and competitive. 

I would hope* however, that we would keep our primary focus 
this morning on whether the borrowing needs of our students as 
envisioned by Congress in the Higher Education Act, are being met 
by the State guarantee agencies, I think the goal of providing for 
needs of the students has to be our main concern. We must ensure 
that our students have full and equal access to the funds under the 
guaranteed student loan, program and that our State guarantee 
agencies remain the primary provider of guarantee services. 

On the other hand, private guarantors have proven to be effec- 
tive in providing loans for underserved student populations and 
guarantee services for lenders serving students in more than one 
State. Laying out the problem, as my two colleagues have, I, too, 
look forward to the examination of this issue and thank the chair 
man for his cooperation and leadership. 

Senator Stafford- Thank you very much, Senator Grassiey, 

Senator Grassley. Mr. Chairman, I neglected to mention that 
one of the panelists is from my State of Iowa, In addition, we have 
another Iowan in the audience, Willis Anne Wolf, who will not be 
testifying today, but who will probably be submitting some written 
testimony, if that is permissible. f*he is director of our Iowa College 
Aid Commission, I would like to welcome her. 

Senator Stafford. That will be permissible. Without objection, 
we will allow that to occur. 

The Chair was going to comment that we never have enough 
time in these meetings to begin to do justice to the work that the 
witnesses have put into their appearance here, and so at the 
outset, I will apologize for that fact, 

* Claiborne Pell, probably from driving to and from work, evolved 
this traffic control light system that is in front of you, some years 
ago. In the other committee, we use some worn-out sand things 
that tell us when^S minutes is up; but here, it will be 4 minutes on 
the green, 1 minute on the yellow, and then you are on the red. I 
think you have all been warned of that. Your entire statements 
will be placed in the record as if read, following your verbal testi- 
mony. 

So, without further ado, we will start, Mr, Hawk, with you. 
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STATEMENT OF RICHARD (\ HAWK* CHAIRMAN OF TPR BO \RD. 
HIGHER EDUCATION ASSISTANCE FOUNDATION* OVERLAND 
PARK* KANS.; J* WILMER MIRANDON. PRESIDENT, UNITED STU* 
DENT AID FUNDS* INC NEW YORK* N,Y*: STEPHEN C* BIKLEN* 
VICE PRESIDENT* CITIBANK* ROCHESTER* N.Y.I AND JAMES R* 
BULLARD* VICE PRESIDENT* HAWKEYE BAN CORPORATION* 
DES MOINES* IOWA 

Mr* Hawk. Thank you very much, Mr- Chairman* 
I simply cannot begin without expressing my appreciation to 
Senator Randolph for his very kind remarks. I must also say that I 
appreciate his complimentary remarks about the chairman of this 
subcommittee. The influence of both Senator Randolph and Sena- 
tor Stafford in providing leadership for higher education through 
this committee has been something remarkable, and I think both of 
you should know that we are very much indebted to you. We regret 
that this is Senator Randolph's lasi term from the State of West 
Virginia, but we will forever be indebted to his fine leadership, as 
we are to.the leadership of the chairman. 

Mr. Chairman, I think this committee knows full well that the 
Higher Education Assistance Foundation is one of the controversial 
organizations around which these hearings are being held. The 
Higher Education Assistance Foundation has had a strong, continu- 
ing, forthright commitment to causing the guaranteed student loan 
program to be as effective as possible in meeting the needs of the 
students of this Nation. 

The foundation, in pursuing this objective, has been ready and 
willing to serve wherever the services of this organization are 
needed. The foundation, as has been indicated, has served as the 
designated guarantee agency in some five States, plus the District 
of Columbia, But over and above this, the foundation has made its 
guarantee service and its supporting services available to serve 
lenders which are in a position to provide capital to meet need, 
wherever that need might be. This has taken several forms. In 
some instances, it has taken the form of a targeted program to 
meet the needs of a specific group of students who have not had 
full and adequate access to guaranteed student loans, such as stu- 
dents attending the colleges associated with the United Negro 
Fund; or students attending some groups of vocational schools for 
which loan access has not been fully adequate; or, in the case of 
the Law School Admissions Council* students seeking to attend law 
school who have not had full access to the full spectrum of loans 
available under the law, both guaranteed student loans and the 
ALAS loans under the PLUS program. 

In some instances, the effort of the foundation has been simply 
to make a guarantee available to a lender which is willing to pro\ 
vide financial resources to a clientele served by that lender on a 
nationwide basis. A good example of this is the Lutheran Brother- 
hood Organization, which has a clientele throughout the United 
States, is willing to provide its loan capital to meet the needs of 
that clientele, but is not related to an individual state. 

Another thing .which the foundation has been willing to do is to 
provide a guarantee and a source of service for national lenders 
which have made a substantial commitment to meeting the loan 
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needs throughout the Nation, An example of that kind of organiza- 
tion is Citibank* from whom you will hear today. 

The foundation has also been prepared, as Senator Grassley has 
indicated, to step in and provide the opportunity for a commercial 
lending institution to exercise its right to select a guarantor with 
whom it wishes to have a relationship in order to develop the kind 
of program which, in the judgment of that lender, is of an adequate 
nature to permit that lender to provide effective service in that 
state. 

The Higher Education Assistance Foundation is proud to have 
been a part of all of these developments. The Higher Education As- 
sistance Foundation is proud to share with you, as we have with 
you, Mr, Chairman, some additional plans for a last-resort voca- 
tional program of a broader nature than what the Foundation has 
been involved in in the past, and also a program under which stu- 
dent financial aid officers throughout the Nation would have the 
opportunity to refer an application for any student who is not able 
to secure a loan from other sources, so that that student could have 
his or her needs met on a last-resort basis, and under such arrange* 
ment thereby preclude the situation of some students where, 
simply because of place of residence or circumstances, are denied 
the opportunity which can be provided under the guaranteed Stu- 
dent loan program. 

The Higher Education Assistance Foundation is committed to 
continuing to provide these kinds of services in order to make the 
program as effective as possible, in order to stimulate sources of 
capital to be available for loans, in order to facilitate effective* 
lender participation, in order to provide a resource which will 
cause institutional needs to be met and most important, to assure 
that there is full and equal access for students to guaranteed stu- 
dent loans, as intended by the Congress, The Higher Education As- 
sistance Foundation is committed to continuing to provide these 
kinds of services to the fullest extent Congress wishes these serv- 
ices to be provided. 

We frankly are concerned, Mr, Chairman, that an effort to pro- 
hibit a guarantee agency from guaranteeing a loan in the territory 
of another agency would n sult in territorial monopolies, which we 
think would not be in the best interest of the program. We think 
such monopolies would have some favorable effects on guarantee 
agencies; we think, however, that such monopolies would not have 

Kositive effects on lender participation in the program, would not 
ave positive effects on institutional access to funds to meet needs 
of students, and most importantly, would disrupt the very signifi- 
cant progress which has been made in this Nation to provide full 
and equal access to postsecondary education. 

So, we respectfully submit, Mr, Chairman, that it would not be 
good policy, good public policy, to establish territorial monopolies. 
We think the record speaks for itself. It has been the opportunity 
for organizations to serve where needed which has caused very sig- 
nificant progress in permitting the loan needs of students to be 
met, and we submit, Mr, Chairman, that the Congress ought to be 
encouraging and facilitating these kinds of opportunities. 
Thank you. 

Senator Stafford, Thank you very much, Mr, Hawk, 
[The prepared statement of Mr, Hawk follows:] 
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Subcommittee on Education, Arts and Humanities 
UNITED STATES SENATE 

September 20, JOttl) 



by 

Richard C. Hitwk 

Chairman or the Dourd 
HIGHER EOUCATION ASSISTANCE FOUNDATION* 



*The IliR^cr Education Assistance Foundation serves as tho primary 
student loan Guarantee agency in Kansas, Minnesota, Nebraska, 
West Vit'tfiniii, Wyoming and Washington, D.C, and guarantees loans 
t or lee ted lenders in other 1 oca t ions* 
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Nummary of Statement 
t>y 

Hichard L\ Hawk 



Territorial monopolies for student loan Ruarantee a^neies* as re- 
quested by student Joan urijan izut ions , would tint he sound puhl h: policy. 

AllhuuKh b*Jni;fi«lul to some umirantoo or K un ittut iotts t monupu 1 tes 
could huvi. dama^m* effects on lending institutions, educational Insti- 
tutions and students, 

Allowing only om> ,;u;ir:inior Is disadvantageous wheiher the restricted 
territory is one or mure states or tht.* whole nation* 

Territorial monopolies would import' commercial lender participation, 
reduce sources available to educat Lonul institutions for meetinu student 
m and disrupt process toward Full mid eoual loan aceo*« achieved 
under ex 1st i ii ^ law* 

No real in oti for territorial monopol t?xistsj current Tod^rnl sub- 
sidies are adequate to unsure the viability of guarantee agendo:- 



:iny substantial damace to loan guarantee 
Higher Education Assistance Foundation, 
Kuuruntees only W.eX of national volutin, includinR Kuaran- 
the mx states in which the Foundation Is the do*Ui;nated 



The ilnt it do net demonstrate 
ti£»'tie ti b ^ by compel 1 1 ion 1 rem tin. 
wh ieh furr-nt ly 
tees issued in 



£U,ar:in tee agency * 

Alih.nu'h uperatin« with less public subsidy than moat K uarantoe 

a^neies, tie' Foundation has uchievod ftiiEineial viability and effective^ 

service in the six states in which the Foundation serves as the desig- 
nated guarantee agency*" 

The Foundation al^o has made significant eont J ibut ions to stimulat- 
in* lender participation and improving loan access trough effort outside 
of the six states el designated Guarantor service, 

The broader service has included nuarunteeinK loans under special 
recess pro-ams, such as those fur student* attending United ^ro Col- 
U-Bc Fund institutions, several groups of vocational schools and law 
school s. 

The service al*o has included Guaranteeing tor londers s^rvin K 
specific clientto on a nationwide husis for f 
in more thsin one state, ; <nd lor len<lers finding performance of a local 
guarantor to be inadi <]uo t <-■ * 

The Foundation is commuted to continuation of those 
less the Congress prohibits such activity by establishing 
menopo 1 ics , 



sorv ices, un- 
terri tor ui I 



27-461 0-83-2 
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Statement 
by 

Richard C, Hawk 
Chairman of the Board 
Higher Education Asoistaneo Foundation 



Mr, Chairman mid Members of the Committee: 

The National Council of Higher Education Loan Programs, 
a voluntary association of student loan organisations, has 
recommended that the Congress amend existing law to prohibit 
a student loan guarantee organization from guaranteeing a 
loan la the territory of another guarantee agency. The 
^Ifect of such an amendment' would bo to establish territorial 
monopolies. 

Etftub! ishment of protected territories could be benefic- 
ial to the Higher Education Assistance Foundation in two 
ways. First, the Foundation would be assured ol a monopoly 
on alt studont loan guarantees In the five states and the 
District of Columbia* in which the Foundation is the '\lesig- 
nated uwtuy," Second, the Foundation fcould be fully 
relieved of any s^nsi? of responsibility to utilize its capa- 
bilities and resources to address unmet needs on t si do ol its 
terr i t or ial monopoly . 

In spite of those advantages to the Foundation and in 
spite of the desires of many student loan organizations for 
a territorial monopoly f the Foundation reluctantly must 
oppose the recommendation of the Natioaal Council, of which 
the Foundation ir> a member and of which I am immediate past 
President. This opposition is based on the considered 
judgement that establishing territorial monopolies tor 
studont loan guarantee agencies would not be sound public 
po 1 1 c y . 

i Territorial monopolies would have potentially damaging 
effects on the Guaranteed Student Loan Program and its 
effectiveness in meeting needs. Monopolies would (1) inhib- 
it commercial lender participation in student loans r (2) 
deny educaiional institutions of significant sources of 
assistance for their students, and (3) reduce loan access . 
for the intended beneficiaries of the Program — students, 

territorial monopolies would prevent a national 
organization with an identifiable, but flcographi- 



1. Some of the loss of loan capital availability could be 
made up by increased funding of state secondary markets 
financed with tax-exempt revenue bonds. The request for 
restrictions on both guarantees and loans from outside a 
territory in par*, reflects a desire to preserve opportun- L 
ity for these programs. 
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fii 1 1 y dispor^d . i' I It'til *■ 1 1'- - I iki' I -ii t 
Nrotjn-rhooiJ, lor o\ain|) lo-- f roiu rnakiin; Mud<n< 
luallx m :il I 1 1 ^ i 4 I toll 1 1" 1 1" Oiivpi by ili-.ilm^ null 
a mu] t ipl i<* u >" ot cu,n'iLiih-i> in^.itih'iu ums with 
varying roipi i ivniotu ^ and prori'dun-s * 

*T"i*i* 1 1 1 ) r i u 1 iniui^iioi wuiUl t * i^* - 1 ml < - .i U'lirhut* 
ifi.si i LtH ii'ti tthK'h ii'tit lul i/od Us ^tudont 

1t»:» [i prortSHmrt tor all at it,^ bruin-h*^, sin h 
Twin 1'ity r^'li iMl , from mihi'.ifiii ^ l,tt r:vl nowty 
.ii'iimri'il hrjnn'lh'h in iuuhKit >l:iii' lor or i p i hui i 
nddit ii>nii I rftuili-tn lo.'ttis, uhIvs.m in*- institution 
is willing i<> iH'Jir i hi" ci*si>! and i-ornp 1 o\ it lo.s < * ' 
tinn'issir^ h>ini?* m :u*cordancr \wi\i tho di 1 1 vr ing 
policies and procedures nr two ftuiriinuv nri*atu**u- 
i u >n ^ * 

•i;n.ii*r ti;rniorul nmtinpoi ios, ;i lend i nu in* J 1 1 u- 
t ion likV t % iiih^iik, nlm'li h>\* muii<- a Wry siibMjtn- 
L i ;i I e< 'tran » T nx-nr t n tm^-t i a s i ptt 1 1' ican l ^iKt n- ot 
Ihc rtftM t^r ^tudont loans on a nat lonw ulr hasis 
would i-iih'T haw u> b** limin*d in its student 
1 u sii :i ak" 1 i v 1 1 y in* tttm I ii hav* 1 to resume tin* burden 
i>f ili-LiMiu: ^ltli more £u;ir:int**i» agencies of vary- 
ing i w atid proeedu rej» T 

*M thf Ciui^i'fs^ woro io v>Labl ish territorial 
munupol ii's lor i;nnrant»» atfinri*^ every lending 
in-,i 1 1 in ion tumid Inerally n«* at mercy oi 
th** ^uaratoor in us territory; an institution 

, ivhu*h t like the Uavkvy** pan^orpoi ;ii ion , tound 
P**r forma neo of the nuurnnior in U> territory to 
he unacceptable wnild oither have to terminals 
iUs participation in student loans or lit 1 subject- 
ed to a liituniiim which U I*** I ii'v^-cl to he mude- 

■Under :» sys*l**m of l**rr i i or i a I munupol iosi :i ^roup 
oi univiu'HitH'ri, suoh as tin* Unitotl Nc^ro Coll' 1 ^- 
Fund wajch tncluiiorf i tin 1 1 ui ions in home 12 
st^lt'Si could nn luni;or b* i ni.-i tt from ttiu dramai ic 
improvemrni m loan nvailubi 1 uy cr^at*?d by an 
rffort like Uit* UNCP Assured Access Program. 

*Tt.*rr t lor Lai monopolies would ,si*rioUhly impi*dt x i if 
not compl-n-'!y iminai", n n-ul ikI ic opportunity 
f^r providing last i*o*ort pro^rums for all of 
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ecrta in ea t e^or Les i>f students » such as thovMe 
attending shun-trrm vocational programs, 

♦Under torr ttor i;i I monopo 1 ios, n studon 1 hav inx 
diffiouliy finding 11 loan with the tfiiarantro ol 
the a^enry in hi a or her Kiiile eould no longer 
Look to an a I ternat i ve soutve u\' Loans with 1 lie 
guarantee ut L another akeney* 

•Students ;ind rduoattoual 1 n±;t i tut ions would share 
wim lend-rs tlie t* lreumstnnee of boin^ virtually 
at the mercy ot a single kuuruntoe agency with no 
alternative source of service to mo**L needs. 



tn short * withou t oppL-»rtun i ty for an origan izal Ion 1 tke 
thi* Ui i^ln-i* Ednoat ion Assistance Foundation to guarantee 
loans alongside of agencies operating in single states, as 
author tzod :n tvsisting Law, the needs uf some stuilents 
inevitably would not be met. Tin* progress which has He^n 
made tow;i rd :.s»ur ing full and equal loan access wou Id ho 
ser iousL y d L srupted . Kf 1***1 1 i ve pa rt io ipat ion by many lenders 
would be Lmpoded, and the right of ;i lender to seek a niiaran- 
tev urbanization providing an acceptable quality and quantity 
oi service would <>e eliminated* Territorial monopolies tor 
student Ioai> origin I za t ions would bo disadvantageous to Lt/nd- 
in^ iust 1 1 ut iens % school s and student s + 

As indicated by the Commtttei* Report rnj the 1965 Act 
os t ah I i sh tut; t Ive program, the Congress ant ic ipatod tha t tin* 
needs of all studonts could not L>i* mot with programs of 
state guui antee agencies* The HVport not only recognized 
the need for an organization like Lb& Foundation to provfdo 
serv * ce a longs i do of statt* ^uarant oe agencies , the Report 
even suggested that Federal seeii monios for a static might be 
awarded to both a state guarantee agency and an organization 
like thi* Fountlnt ion* T'lat criminal Congressional concept ion 
has facilitated program effectiveness and has served to 
st imu 1 ii t e f u 11 and **qua L loan access * 

Mo doubt territorial monopolies would mako life more 
comfortable for those responsible for some guarantee agencies. 
A terr i tor ial monopo iy wou id assuro an organizat ion of all 
loan volume in a state ( even if the por f ormancc of tho 
organization wore marginal, even if service provided hy the 
organization were li*ss than fully satisfactory to recipients 
of the program, and invert if all students did not have loan' 
access duo to practices of the agency. Perhaps most linpor- 
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tant* thu i>r>;ant/al n»n Joy I ih: the benefit <>t a territorial 
menopo I y wou Ld bi* assured nf revenues assou ta t ed with, all 
Loans guaranteed within the mrri lory* 

Obviously! elimination of all alternative stmrct's of 
guarantor agency service tti a territory would max Imi^e 
oppurt unity oT each agency to impose its will on lending 
Inst i mi Lonsi edueni limal inst i tut ions, and students. The 
power t;a 1 tied through mniiopii 1 t^t it: con t vol wou hi enhance I he 
status of any at;vney and would Kltfe the guarantee agency a 
more rrllieal role th;m these a^neies currently perform. 

Enhanced nt;itus t ;t more critical role, greater power 
over program part ic I pants- -these are significant advantage 
for guarantee agencies. Add the assurance of all revenues 
Keneraied frcim all Kuarunur business in a territory* and the 
ndviintatii's ot I err L tor la 1 mnnopol iew to guarantee agencies 
seem almost ovt -whelming, 

Wort* it nut for disadvantages 10 other parties* Con-- 
grossional action tt* benefit guarantee ugenetes probably 
could be justified. Given the potentially negative impact 
on others, including the intended Program beneficiaries, 
public policy justification should reflect a genuine need 
lor the proposed change, hot simply a beneficial effect on 
prov liters o f serv iev. Ho compel I inn need Cor terr 1 1 or ial 
monopu 1 ios e.\ Ls^s , 

Some have suggested that territorial monopolies are 
needed in or<W c< > prevent the Higher Educaiion Assistance 
Foundation from becoming the single national guarantor of 
students * The fact is that the Foundat ion does not see.k to 
become the nat ion 1 s so guarantee agency , The Foundat ion 
supports a system of multiple guarantors which provide 
alternative opportunities, 

A major problem with a single national guarantee organi- 
zation would be that future deficiencies in the performance 
of that organization could seriously diminish the effective- 
ness of the Guaranteed Student Loan Program, Moreover, il 
the Foundation or any other organization were to become the 
single guarantee agency in the country* the monopolistic 
ii-tuntion created by that circumstance could lead to a lack 
of responsiveness and effectiveness in serving students, 
educational institutions and lenders. 

The disadvant ages of a single guarantee organ! sat ion 
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are no lusy for i% suuo an for a nation. A student should 
not bo limited Lo a singl tA source of a loan uunrantev any 
more than a student shim Id) be restricted to borrowing from 
a slnRlr lender or to atlc/ndinn a single Institution of 

posi-sceondary t'tluciit Ion. h 

Guarantee organisations nre service organ Ittat ions* and 
tli** quality of service rendered to the students, educational - 
institutional and lenders can be enhanced by tht* mdtivat lug 

factors assoc luted wt th know 1 edge that the rcc Ipinnt of tiiv h 
yerviee baft the right to obtain that service from another * 
source. So long as an organisation is assured that nil 
business within :i territory reserved for that organisa- 
tion without regard to the quality of service rendered, the 
organization remains free to providn service at no higher 
level than the minimum level required for staying in business. 
Changing the tori* Ivory from the natton a state does not 
eliminate the major d isadvan tages of complete dependence on 
a y t ngle guarantor . 

Some would rnniend tb:iL the protected territory is 
necoysary to assure sotre minimum level of volume requires 
for operational r*f feci iveness, Some would suggest that the 
it tghor Educat ion Assistance Foundation is taking a share of 
volume which substantially damages o + her guarantee organi- 
sations. Th<> relets u> not support these contentions. 

According to data frnm the Departmoni of Education, the 
volume of loans guaranteed by the Higher Education Assia- 
tance Foundation during the riryt nine months of fiscal year 
1983 equals on ly H. (i% of the total volume of loans guaran- 
teed during (hat period. That of tot;ii volume includes 
loans in the six states for uhich the Foundation sorvey as 
the designated guarantor, as as loans guaranteed out- 
side those six st:ites. I J the Law School Admission Counc il 
were b^ing Ltillzivl at the maximum rate during this same 
period, the total volume of loans guaranteed by the Founda- 
tion stLll would have bren under the percentage guaraateed 
by ,iome origan i zat iony which operate only In a single state. 
The total volume of loans being guaranteed by the Foundation 
is not hav'ink any seriously damaging rffeci on the business 
of other guarantee agencies. Any depressing effect is more 
than coun t**r-ba 1 a need by the i ncroaso in the aecess to loans 
being gom'ruted by the Foundation. 

Tht 1 charge that the availability of loan guarantees 
from the Foundation damages oth^r student loan organizations 
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to such an extent that i}u+ i»ther organ lain ion.s cannot oper- 
ate efrectively could bt* appLii-d tn the greatest extent i" 
thr* instance of the Iowa guarantee agency* Tht* [on 31 anetiey 
haw lost significant potential vulumr duo to the decision ol 
the Hawkeys Bancorporat ion in have loans guaranteed by the 
Higher Education Assistance Founda t ion , inet denta 11 y , U 
was llawkoye Baneorporat loa that approached the Foundai Jon 
rnUier than the reverse, Oflk-n's of llawkoye reincorporation 
decided to seek a m-w source of guarantees based on dlssalts- 
faetton with the wrvlet' being provided by the low;; agency. 

Even In this extreme situation, the data does not sup- 
port the content ion tbut action of the llnwkeye n;*ncorpo ra- 
tion and the resulting loss oi guarantee business to the 
Iowa guarantee agency has d;unaged th<* Iowa agency by leaving 
it with volume below that necessary for effective operation 
of an ageticy f According to Department oi Education data, 
the Iowa agency guaranteed loans in ;in aggregate volume of 
nearly SH t OOO,000 dm Lns the first nine months or fiscal 
1983/ That is ureati-r than the volume guaranteed by the 
agencies In Kuch states as Alabama t Colorado, Georgia, 
Kentucky, Mississippi, New Mexico, North Cavolinn* North 
Dakota, Oklahoma, Oregon, South Dakota, Tennessee and UMh. 
It is four t imp?* greater than the volume guaranteed during 
t ho same p<*r i od l>y the a gene les tn Arkansns , I duho , Mon tana , 
New Hampshire, South Carolina and Vermont, If the business 
lout by the Iowa agency as a result of ltawkeyo Incorpora- 
tion's freedom to choose a different agency hats caused the 
Iowa agency volume to be less than necessary for an adequate 
operating base, many other guarantee organisations clearly 
aro operating on less than adequate volume, 

Thtr Importance of guarantee agencies* to the success or 
the Guaranteed Student Loan Program is grant enough to war- 
rant Congressional support for those agencies, and the Con- 
press has provided subsidies to assure the survival or these 
agencies. In fact, the agencies are rather heavily support- 
ed by federal subsidies, which include an administrative 
cost allowance, reserve advances, and reinsurance payments 
based on a formula Tavorable to the agencies. Given the 
subsidies provided, Congressional action to assure an agency 
or all business within a territory is more .Congressional 
assistance than necessary. 

The reeommendation for territorial monopolies was 
advanced by those who provided guarantee services, rather 
than by recipients of the services, because it is thL'se 
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providers, nut thi? rt-cipients, who pereolvo u benefit, Tho 
recommendation reflects concern of some student loan organi- 
zations about potcatial Iosh of guaraatre buslncHS to*ihe 
Higher Education Asaietaace Foundation. 

That many student loan orgaal/n( Uuib should lie foarrul 
of competition from the Foundation in utult? I'hIh Tidal* 1 <n If 
aot except lorrnl , the Foundation Is at leusi atypical and 
guarantee agency directors, like most iitmpli*, ure suspi- 
cious of that which Ls different. Ajm>»g tn'. ohnracter iwt Lew 
whitb make the Foundation distinctive are; 

U The Foundation t s thr? ,, d*»mgnau»d ageney" for 

guaranteeing loans In five statra, j^Iuh the Dis- 
trict of Columbia^ Most agenolow arc designated Ln 
only one state. 

2 * The Foundation d ors not rrgnirt- lenders to discrlm- 
lnatc on tha b ^stu of geography or aay other fac- 
tory not prescribed by the CongrrHH for determining 
borrowing eligibility. Most guarantee orgunlza- 
tions will guarantee a loan only if the student 1h 
either a rcsidrn* of a certain state or Is ^tend- 
ing an institutioa in that statc t and some impose 
other requirements, 

3* The Foundation assumes responsibility for full and 
eqtla"! access to loans in those states whore it 
serves a* the designated guarantor . Although all 
guarantee organizations seok loan availability, 
some have not ansumod full respoas lb 1 1 it y for 
loan access. 

To assure full and equal loan access, the Founda- 
tion engages in activities, such :ta operating state- 
wide Lust resort lending programs, maintaining cnoa- 
clty for servicing loans held by commercial lenders, 
and stimuiatlag certain commercial lenders to servo 
the unmet noed for studeats in particular institu- 
tions and/or locations * Although other guarantee - 
agencies engage x n some of these activities, most 
have not undertaken such an ambi t ious set of act t- 
vities to facilitate loan access. 

s * The Foundation offers its guarantee to any commer- 
cial iojuling institution which compiles with Foun- 
dation policies and Federal regulations on guaran- 
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teed student loan s wit huut regard to aeHgraph ica 1 
location jjj the lending institution . Most £ii;ir:iii- 
tee organizations Issue guarantees on L y to 1 1'liclt 
within a limited am. 

6, The Foundation has operated for only aix yrar^ . 

Many guarantee agencies have operated much 1nni;>>r. 

A second reason that the Foundation seems threatening 
to some other student loan organization* 1»> that the Fmimlu- 
tlon has demonstrated an ability to operate effectively *mh 
less publ lc subsidy than has been enjoyed by many guaranty** 
agencies. For example* 

1 i The Foundation was initiated without the ailv;in i 
of either f ir*jncial sgpptivt t rem any stair or ih<* 
benefit of federal funds mad** TTva 1 1 ah I o as "s^TT " 
roonTes" under the 19tiS~Act . Mo* i other gu a r ;i n i re 
organizations were, tin? tve ipifiiis ot tVderal ,^ i ed 
monies for establishing or st nm^i heni nfi revive 
funds, and many also were the lionet leiary of sub- 
sidies from a st a to in the fom of appropr i a 1 i en** 
and/or free services* 

2* Since voluntarily returning $10. H mi 11 tun to r ho 
Seeretnr\ ej Education in May el lUH:i» the Founda- 
tion has b^en i ho on 1 y t;ua rani* r^aiu^a t i en i <> 

operate wit hout ;uiy reserve advances t rem t h>> I ml- 
era I gov«»rntn+-n t . Most guarantee atfenr les cum t nu" 
to hav<* benef i t o f he i h s**ed monies prov ided by tin* 
1963 Act anu* additional reserve advances authorised 
by the Con£r<<SH in 197b. 

In addttion to the distinctive nature of the organiza- 
tion and its ab i 1 i i y to operate e f f t-ct i v< r ' 1 y with reduced 
public subsidies, ih*- Foundation Has achieved an enviable 
record of success* Antony the intl teat ions of genera 1 success 
of the Foundation operation :ir*>\ * 

1. by issuing guarantees for loans in an ag^re^ate 
amount nf marly 2 billion dollars, the Foundation 
hits bi-t'oTUi' citio of the larger guarantee orc^ni;';i- 

t ions in the naujHh in only m>: years* 

2. Through sound management practices and effective 
eont ro 1 o I eo^l s , the Found at ion has aeh i cv«'d 
inon';isjt\fi financial hiruni-th rel l**cl''d by aeeunui- 
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lut Ujii tjf a rutid bithuioe of Hourly 2?> mil lion dol- 
lars* » reserve lurid of nearly liS mi M ton dollars, 
and total assets* of Hourly i\0 million dollars, 
wt'.h-nU benefit of nil puhlle subsidies* unjoj'txl by 
moHi guarantee ntfrneti's, 

lir The* number nf lenders a^reeln^ in umke loans with 
the Found ii I ion' s naarantre lias thrown to l ,000- 
subst *nt Inl ly more tli;tn the number makiuu Uians 
t ch live guarantee of most other agencies* 

1* The Foundation has aetomp 1 i shod :i significant 

reduction in ttu< guarantee fee eharged t rj students, 
in spite itf tie- fuel that Un- Foundation tipt-ruicH 
without Mate subsidies or Federal reserve advance 
funds i-n.ioyed by other ;igone it;n r 

Tht* Foundation al^n has tumonst rat ed an ability to per- 
form et fi-et J vely *u diilieiitt si tua lions. Oh** example nt 
this ability is in Uu- District of ui I u>rb i a * Not on ly did 
the Foundation undertak*- the guarantee ol loans fulloumg 
the dehitse of a previous guarantee program In the Disirlei, 
tin- Foumiation also stioci-ysi u I 1 y undertook a commitment to 
^'I'lit-ra c e suf i U h tent loan capiut lo ussure full lOiin ;u*U"s*i 
I or *) i si r 1 1.' t sinden t s in spi t« of wnme si Lgmu on student 
I nan h in i li P i .m r ic t anion?' sources of I o;m cap i t ill * 

Through siuv<T*st ul performance, the Foundation has 
demonstrated tlui a stat<- may rely exclusively on the Fmn- 
dat ion v^ith confidence ihnt (l> full and equal access to 
lo.ihs in 1 1 b<< achieved to that stale, and (2) lendors and 
schools Kill receive feel iv*-» ancl efficient service* (llu-n 
the>,<< benefits to a state fthk:h chooser to rely on the Foun- 
dation, u is* in the words of on** tfuarant*'e agency direct >r, 
"the very existence ol the Foundation which is threatening 
to o-thi'T student loan or^nn i /at ions , " 

As it these factors wcri- not enough, the Foundation 
also has b«u«n an advocate for reducing the federal subsidy 
io siudi-nt lo:*n organizations* The Foundation was a spoki^s- 
man in favor of reducing to one-h;tlf the special allowance 
f ormu la l or t ;t^"-<'.\empt Loan programs , i ne ludi nfc t hose 
operated hy ch£ Foundation, and tin.' Foundation continues to 
advocate a change in the re i nsuranr e forma 1 a wh tch would 
reduce the financial burden on tho federal «ov<*rnment ^nd 
inii'uUHc the financial responsibility of student loan yu;*ran- 
ti/t' a^+^nu i es , Many >*tudoii i loan or>jah I ah t iohs art' l^ss sup- 
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port i vi* of rt*dnced subsidies for their organizations. 

Pvrhupw most disconcert lag to sump other student . loan 
orgunittat Ions hus buun the will ii^noHs of the* Foundation lo 
part iu Ipate tn programs targeted at curtain student popula- 
tions which extond beyond tfru* 1 lnt>H of a single ht;nr nnd 
for which responsible parties prreeivo stunt* problem in 
adequacy of loan ju_*cess. Beeause these targeted student 
popu 1 nt tons are not conf ined w 1 thl n a si ng It*, statu , c he 
com r xbui torn* of tht* Found at ion 1 n assur ing nvsr I Lab 1 1 i t y o r 
loans for such t arreted student popu 1 at ions bus ln.*en v iewed 
by student lo;m urgan izat lony serving Individual states as 
an assault on potential business for those other orgnntssn- 
t ion* * 

A prime example of the Foundation** contribution in 
assur ing access to an itfen 1 1 f i;ih I e studen t popu I at ton Is the 
asi*urvd neeess program l or st mien ts at t ending the* -12 inst i- 
tutlons i>f the United Negro College Fund* Those institutions 
an* located in some \2 states. Their cummon ciiaraett*r 1st ic 
Ls not that they ate located tn a geographical area within 
the* borders of a single state* but that their mission is to 
meet the t-ducal lonu I needs of a cert aln student popul at ion . 
Pr tor to t In* assured access program for UNCF inst i t ut tons 1 
ut tl l^aljim r rr t guaranteed loan s for meet ing needs of stu- 
f'onts In UNCF Institution* was limitod due to loan access 
problems * 

The Found at ion has par t ic ipated for some t ime in ef - 
forty to assure loan availability for students attending 
cor t ii in groups of voca t iona I schools wh Ich are loca tod t n 
multiple states ami serve students from a rather wide Geo- 
graphical area* Examples of such groups are schools operat- 
ed by OoJl k HoweH, ITT, Cencor and AlHCO. 

De t icienc i es in loan access for s tuden ts at tend Inft 
vocational schools has been one of the persistent problems 
of the Guaranteed Student Loan Program. Financially* loans 
to vocational school students a.- among the least desirable 
for both the guarantor and the lender. Due to the short 
term nature of vocational programs, loans to these students 
do not offer the advantages of an extended in-school period, 
which is the most financially favorable period on a student 
loan* Moreover* loans to vocational school students provide 
minimal opportunity for serialization because these students 
do not have tht* need to borrow for multiple years* Lack of 
serial loans causes low average indebtedness which, as com- 
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pared with other Loans, It; eustJy for both the guarantee 
ortfunizut ion and the lender. 

Other examples include jctinrnn tee service to Institu- 
tions, sueh us the University oi Chicago, whluh have problems 
with guarantor requirements in their states :i ntl service to 
students and institutions in states such as b'mtth Cm'olhin, 
wh lch have I oau access probl ems . In the Instance of Smith 
Carolina, it Is several tft-st Virginia bunks whleli have fill- 
ed in th*» gap by originating loans with the Foundation' h 
guarantee to South Carolina students at the request of finan- 
cial iild officers In Unit state* 

The most recently Implemented program in which the 
Fouudation is pur i tr ipa ting to meet the needs or 1 a defined 
population which extends beyond ntnte I ines is the Law 
Sehoo I Assured Access Program under the uusp tees of the Law 
School Admission Counc 1 1. This program, which was initiated 
with guarantee tind supporting services from the Foundation, 
permits a* limited number of students attending Ijiw schools* 
throughout the nation to obtain a guaranteed student loan 
from the First American Dank In Washington, D,C. 

Unlike the UJICF program and programs of loans to meet 
the needs of vocations 1 school students, the Law School 
Assured Access Program stimulated a substant iu \ negative 
reaction from other guarantee agencies* Perhaps such a re- 
ae t ion shou J d have Keen ant U- i pa ted * Loans to 1 aw student s 
arc generally viewed as less riaky than loans to students 
attending the UNCF institutions and more profitable than 
loans t l vocal iona 1 school students. 

The assured access program for law students has been 
characterised by representatives of some student loan organ- 
i zat ions as an at tempt to skim off hi ph bal ance loans f rom 
other guarantee agenc ios* Some ha ve expressed fears tha t 
the Law School Assured Access Program Is intended to attract 
all loans to law school students, thereby depriving other 
organ izat ions o f opport un i ty to guar ant ee loans for any I aw 
students* Some have suggested that the Foundation acted in- 
appropriately in agree I ng to guarantee loans under the Law 
School Assured Access Program beeause the need for the pro- 
gram its not cert a in * 

The fact of the matter us that the Law Schnol Assured 
Access Program i£ not intended to replace other Lending to 
law hcbool students* Thf* limited funds available under tho 
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program assumr font Itunul avail ;ibl 1 1 Ly or Loans from i>ther 
source**." 

With respect to noed for the program* an organization 
wh ich Is Int imate ly invo Ived with t aw achooX s, the Law 
School Admission Council t clearly perceived the need for an 
add 1 1 ion al dependable souroo of st udent li>unn for law 
schools. A percept ion of student loan ortfanizaL iunh that no 
need exists Is not necessarily more valid than a poreem ion 
oi the Law School Admission* Council that a noed does exist, 

Tbo only certain way to determine the extent of need 
for a student loan program is lu make the program available 
and observe t t,s ut 1 1 izat ion . As ant icipated * two - th t rds of 
the guarantees issued thus fur have been Tor ALAS loans, th*? 
avnUabtlity of which has bet*n much mor^ limited than hns 
availability of regular guaranteed student loans. 

It is likely that loans to Law school students vflU in- 
crease s ign i f i cant 1 y as a resu It oT the access to loans 
created by the arm- program. At thi> very least* law students 
will benefit from Increased availability of loans. 

Officers of other student loan orfcnnizat ions are con- 
cerned that the existing programs providing loans for stu- 
dents without regard to geographical location nre not all 
sut*h programs which may emerge* This concern is Justified 
uh indicated by two new program* tn process. 

One new program is a fairly comprehensive last resort 
program for students attending vocational institutions* The 
program, which Is In addition to the Foundation's existing 
of forts to provide loan access for vocat ional studen ts * wil I 
commit S100 million anaually - n najor contribution to resol- 
ving deficiencies in loan access for vocational students. 

In an effort to assure that funds provided through this 
program will meet needs of students who otherwise would have 
difficulty 1r obtaining a loan in a timely manner and in 
order to minimize any loss of volume by other guarantee 
organizations, the program will bo operated as a last resort 
program. Instructions to schools will make clear that loans 
from this program are to meet needs which otherwise might 
not be mot effectively. 

The Foundation also has participated In the formulation 
of a plaa to provide a readily available source of loans to 
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be utilized throvifihuut the nation in meeitntf loan needs of 
Hluilents who huve difficulty In e>htaln£nK it \tynn from exist- 
ing sources. Uiiili-r this iironrum, financial aid administra- 
tors ur 1 L 1 bo utilised Lo Identify those studonts who lire 
huvtnG difficulty In obtaining a loan. The financial utd 
officer will bo encouraged to forwurd only those uppltca-> 
t ions from studonts who Hoed to take ndvan tafie of a second 
r^yort nrotfmm. Through this approach, responwtbl e effort 
will hv ifcido i e> cause 1 o:i ns from this last rrsuri nrogj'am to 
be ut i 1 lited lor slnariUh whoso needs n) herw I so might not ho 
m*M * Th is will min lm i/.c loss of gua ruut ee vn (time by other 
guarantee agoneies. 

As with tin* (listing efforts In which the Foundation 
has participated, these two now innovative programs nn k de- 
signed Lo (l> enhance, the ovor-all effect of the Federal 
Guaranteed st udont loan lii'ogratiti C 2 ) si imu late and f aoi M- 
tuio full and equal access La loans among all students, f 11 > 
maximize hart letnation and cooperation of organizations 
willing and able to mi?et student loan needs, and (■!> efeal** 
n dependable sou rcu of funds for studetl l a who have ill f f i enl- 
ty In nbt a in i «g loans to meet t he i r itid i vt ilua I needs * The 
potential henetits of these new ventures are substantial. 

t n v iew of t he significant benef I ts to si udt-nt s and lu- 
st i tut tons , these two new pro^ramr; lire worthy o f eons ulera- 
tion for moral Mtf>hort from this commit ten* IVe are h leased 
to hav« contributed to their dove lopment . 



Senator Stafford. I think we will go in order as listed. That 
means, Mr. Mi rand on, that you would be the next witness. 

Mr. Mirandon. Mr. Chairman, Senator Randolph, Senator Grass- 
ley, members of the staff, my name is Bill Mirandon, I am the chief 
executive officer of United Student Aid Funds, which is a private, 
not-for-profit organization, whose primary purpose is to provide 
total access to guaranteed loans for all eligible students and par- 
ents. 

United Student Aid Funds has provided access to almost 2 mil- 
lion borrowers by guaranteeing and processing approximately $5.2 
billion in federally and privately guaranteed student loans on a na- 
tionwide basis for the past 23 years. We still have contractual obli- 
gations with schools, lenders, and other institutions, going back to 
1960. These inst;*v.t:ons will be happy to testify before your com- 
mittee 

We have served as many as 17 States, the Virgin Islands and the 
Pacific Islands, many times as a "bridge 0 to help them create and 
establish their own self-reliant agencies. In 1975-76, United Stu- 
dent Aid Funds was a leader in bringing about the decentralization 
of the GSL program, and in working to perfect its extraordinary 
success, as well as in providing access wherever required. 

It has never been our policy or philosophy to take over a State 
agency, or a substantiaLpart of it, but rather to help it and its stu- 
dents.'We believe our philosophy is unique, and <5br mission is spe- 
cial. 

I appreciate the opportunity to convey to you how destructive 
anjy proposal would be to restrain participation by United Student 
Aid Funds. The program was never intended to be limited to States 
exclusively, but to assure adequate access to loans throughout the 
Nation to all students, not merely students of a particular State. If. 
it had been intended solely for State agencies, the law would have 
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indicated this fact, and funding would not have been provided for 
the participation of nonprofit private organizations such as ours. 

We believe that Congress in its own wisdom knew that private 
nonprofit organizations like United Student Aid Funds not only 
had been helping students for a long time prior to 197(i, but that 
we were needed thereafter to assure that all eligible students did 
obtain loans. In fact* shortly before the 1076 amendments were 
passed, United Student Aid Funds was asked by Congress if we 
would take up the slack of the faltering FISL program white new 
agencies were being established. We agreed to do so. Again, our 
philosophy is to help students. We had been around a long time 
before the financial incentives of 1976 encouraged opportunists to 
enter the scene, and we were not motivated by financial incentives 
and clever ways to capture more income. 

The local State agencies have a distinct advantage over any out- 
side agency's program, because they are closer to their lenders, to 
their schools, to their legislatures* and to their students. They 
should, of course, run an efficient* full access program in their own 
localities. The mature* experienced agencies see no threat from our 
supplemental activity, which provides access to guaranteed loans 
on an average of about 2 percent of the entire guaranteed student 
loan program— that is, guarantees by United Student Aid Funds 
itself. Yet, this 2 percent, and possibly a hidden 2 or 3 percent 
more, is extremely important. United Student Aid Funds, a nation- 
wide guarantor with toll-free lines for student inquiries, receives 
about 1,500 calls and letters from students and parents a month. 
We refer most inquirers to their appropriate State agencies, but 
possibly 300 a month must turn to us for help. This lack of access 
is usually caused by State restrictions the unwillingness of some 
lenders to lend to certain students who are normally eligible and 
the ab/ence of participating lenders in certain areas of the country. 

United Student Aid Funds sympathizes with those agencies 
which have been taken unawares by entrepreneurial types who are 
interested in capturing revenue, to reap underwriting fees from 
tax-exempt revenue bonds* and to gain new spheres of influence. 
We ourselves have been the victims of such unwarranted intrusion 
in Arizona and Oklahoma* so we do recognize a problem exists. But 
to place restraints upon the ethical participants such as United 
Student Aid Funds, would be counterproductive. 

United Student Aid Funds advocates and is willing to abide by 
ethical standards and principles of the National Council of Higher 
Education Loan Programs — NCHELP — the membership organiza- 
tion of all agencies, of which we are a charter member, NCHELP 
has created a committee on standards of ethical conduct to keep 
order among its members. This committee's recommendations are 
in the process of being formulated. The membership of NCHELP 
certainly can police itself. We are as eager as you are to have the 
results of this committee's deliberations. But to over-react by creat- 
ing a discriminatory law that would lead to inadequate access and 
that requires a debilitating process of obtaining bureaucratic per- 
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mission to help students who obviously need help is not in keeping 
with the American tradition of freedom to act responsibly. 

It is senseless to restrain schools, students, lenders, from easy 
access to the free marketplace that is so vital to education. This 
hasty proposal to limit nonprofit guarantors and multistate lend- 
ers, such as Citibank, will undoubtedly lead to unfortunate results, 
including long delays in the delivery of loans, bureaucratic ineffi- 
ciencies, lender disenchantment, policing of unnecessary regula- 
tions, and finally, the reintroduction of a centralized program in 
Washington, D,C, in order to reduce the access problems, A lack of 
access is inevitable if we are denied participation. As a result, all of 
us in both the State and private agencies who have brought about 
the highly successful decentralized program, may see it returned to 
Washington where it fared so poorly before. 

We might, then, if W e see this return to Washington, be the vic- 
tims of our own self-inflicted mortal injury. To limit the participa- 
tion of nonprofit guarantors and multistate guarantors, I repeat, is 
unwise. 

Let me summarize — as I see the yellow light turn on. Although 
we have been placed on the same panel, we are philosophically op- 
posed to the Higher Education Assistance Corporation s approach 
to taking over a State completely or a significant amount of its 
business, and seeking to maximize the subsidized flow of revenue. 
We supplement, but do not supplant. We take calls from students, 
as opposed to soliciting calls from students. We are not interested 
in satisfying our greed, but the need of students. 

There is strong reason to argue that there should not be a re- 
straint of trade in our case. Our contractual obligations, some 
going back to before 1965, should not be impaired. We have con- 
tracts in unique, worldwide, assured lender programs, with the Air 
Force, the Navy, Mobil Oil, General Electric, RCA, Western Elec- 
tric, the Ford Foundation for Black Lawyers, the Robert Wood 
Johnson Foundation— all of these, plus other programs that cer- 
tainly are beneficial to students, and which no single State agency 
can handle alone. We are willing to share these programs with 
State agencies* 

Finally, we believe NCHELP can police itself— it has not yet 
tried. We believe the Department of Education should oversee and 
referee this Federal program, but we do not believe you can legis- 
late good manners, 

I thank you very much. 

Senator Stafford, Thank you very much, sir. 

The next witness would be Mr, Biklen, and if I mispronounce 
your name, I apologize, 

Mr. Biklen. You have it correct, Senator, 

K Mr, Chairman, and members of the subcommittee, thank you 
very much for the invitation to testify at this hearing, I am Steve 
Biklen, vice president in chaiige of Citicorp's student loan business, 
which is located in Rochester, N,Y, 

The issue which is being discussed today is a very complex one, 
and in order to provide a backdrop to that, I would just like to 
spend a minute or two and update you as to how we became a na- 
tional lender. 
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Up until 1979, we pretty much operated only in New York* 
undei the auspices of the New York guarantee program* In 1979, 
however, we built a processing center up in Rochester and made a 
full commitment to this business. 

Recognizing that the student loan business was growing and that 
there was need throughout the country* we solicited a good number 
of State guarantee agencies in areas that we thought there might 
be unmet need* That solicitation offered our services as a lender 
under their programs and resulted in our entry into several States 
under their guarantee programs— into States such as California* 
Missouri, Washington, and* most recently, Colorado. 

Additionally* at the request of the Tennessee and North Carolina 
guarantee agencies, we set up a lender-of-last-resort program, uti- 
lizing the Federal guarantee. Other States where we perceived 
there might be loan access problems declined our offer to partici- 
pate, stating there were no access problems. Many of these States 
subsequently set up tax-exempt secondary market operations. 

In 1982, we were approached to set up a guaranteed access pro- 
gram for students attending schools making up the United Negro 
College Fund. Those loans are guaranteed by the Higher Education 
Assistance Foundation* This year, we have been approached by two 
organizations of vocational schools to set up a program to make 
loans available to them. The details of that program are being 
worked out, and we anticipate that we will make loans incremental 
to loans we are making to those students today, sometime later 
this year. „ 

As you can see, our evolution as a national lender was prompted 
by the recognition that not all the demand for guaranteed student 
loans was being met, and this perception was strengthened by the 
fact that we began to receive applications from students in many 
States that we had no involvement with, asking for a federally in- 
sured loan from us. We satisfied those application requests, but 
they come in from a number of different areas of the country, pri- 
marily in the South. 

Given the complexity of the issue* we think it would be a mis- 
take to legislate against the concept of lending or guaranteeing 
loans across State bonders, because we think students who have 
justified need would be eliminated from the program* We do have 
some recommendations, however. 

It is our experience that State guarantee agencies normally have 
a close working relationship with the schools within their States. If 
there is a particular problem, and if an outside guarantor or an 
outside lender has approached schools to make loans to those stu- 
dents, we would recommend that the local guarantee agency work 
it out with the schools involved; there is a problem or there is not, 
and I would think that they could work it out. 

Second* some of the assured access programs may be more attrac- 
tive to schools and to students because of certain characteristics. I 
think the Congress could standardize the guaranteed student loans 
so that it would be impossible for a guarantee agency or a particu- 
lar lender to offer a more attractive product* Specifically* I am 
talking about the insurance premium— that could either be stand- 
ardized or eliminated if we went to 100 percent reinsurance* which 
has been talked about. Second* there is one program currently 
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available, the Law School Admissitfhs Council assured access pro- 
gram, that offers students the ability to defer interest on their 
ALAS loans. Sallie Mae is involved in that program, and I believe 
they can carry the additional cost of carrying that interest, simply 
because they have lower cost funding than other lenders. We could 
not begin to offer that program, simply because the cost of carrying 
that interest receivable until a student graduated would be prohibi- 
tive.. If Sallie Mae's competitive funding advantage were eliminat- 
ed, or if the ALAS loan program were standardized so tht in all 
cases, students must pay interest beginning immediately, or Con- 
gress authorized all lenders to capitalize interest on ALAS loans on 
a quarterly basis, then either all ALAS loans would be the same, or 
all lenders could offer the deferred interest feature, and there 
would be no advantage for the student to seek loans from out-of- 
State sources. 

There are some other recommendations we have which are along 
those lines* which are in my written testimony, but in the interest 
of time* I would just summarize. 

As I said, we believe the issue of national guarantee agencies and 
national lenders is a complex one. We strongly believe it would be 
a mistake to eliminate student access to student loans through re- 
strictive legislation. legislation along these lines would have the 
effect of eliminating access to too many students, many of whom 
are the most needy. We think the solution is for the individual 
States and State agencies to work it out between themselves. How- 
ever, the Congress might want to consider fuller standardization 
for the guaranteed student loan product so that the product would 
be the same regardless of who it was offered by. 

Thank you very much for the opportunity to testify at this hear- 
ing, and I would be more than happy to answer any questions. 

Senator Stafford. Thank you very much* Mr. Biklen. 

[The prepared statement of Mr. Biklen follows:] 
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TESTIMONY 
OF 

STEPHEN C BlKLENt VP 
CITIBANK (NEH YORK STATE), N-A. 

Mr. Chaiman and Members of the Subcommittee: 

Thank you very much for the invitation to testify at this hearing. I am Steve 
Biklen, Vice President in charge of Citicorp's Student Loan Business, which Is 
located in Rochester, New York. 

The issue which is being discussed today is a very complex one. In order to best 
address it, ft is appropriate to review Citibank's participation in the Guaranteed 
Student Loan Program Citibank is viewed as a national lender and I think an 
understanding of our evolution as such will Provide a backdrop to a discussion 
of the issues involved. 

Up until 1979 1 Citibank was an originator of guaranteed student loans only under 
the New York State Guarantee Program. Additionally* however. Citibank purchased 
federally insured student loans from Bell & Howell Education GrouPi Inc., and 
ITT Educational Services, Inc., in accordance with contracts that had been entered 
into with those institutions in 1977 and 1978 respectively. These contracts were 
negotiated with those institutions in order to insure that students attending 
their schools had adequate access to guaranteed student loans* If a student could 
not obtain a loan from a local lending institution then either TTT or Bell & Howell 
would originate the loan and subsequently sell it to Citibank. 

In 1979, Citibank built a processing center in Rochester, New York, dedicated 
solely to the processing of student loans. This center was concrete evidence of 
Citibank's commitment to the guaranteed student loan business and enabled the 
Sank to efficiently Process loans on a totally dedicated computer system. 
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At this titw the fiuaranteed Student Loan Program was 'growing extremely raPidly 
and it was clear that not all of the demand for jjovins across the country was 
being net. Recognizing this, citibank solicited state guarantee agencies in 
areas where we perceived there ninht be an inadequate supply of loan capital. 
This solicitation offered. Citibank's services as a lender under the particular 
state agency's guarantee program* These solicitations resulted in g U r entry 
Into several states under their guarantee Programs* Those states included 
California, Missouri, Washington, Colorado* Arizona* Montana* Hawaii and Idaho* 
Additionally, at the request of the Tennessee and North Carolina Guarantee 
Agencies we set up a Lender-of-Las t-Resort program utilizing the federally 
insured guarantee. This was done because of legal and Procedural problems with 
respect to qualifying under those states' guarantee programs* However, the 
programs were administered by the two guarantee agencies* 

Other states where we perceived there might be loan access Problems declined 
our offer to participate, stating there were no access Problems* Many of these 
states subsequently set up tax exempt secondary market operations* 

It was our experience* however* that there were still many Pockets of unmet need 
across the country* This was evidenced by inquiries we received from students 
from various states particularly in the South* requesting FISL application kits* 
We believe that many of these students heard of our activities by word-of-mouth 
as a result of our Lender-of-Last-Resort programs in North Carolina and Tennessee* 
In such cases we furnished application kits to these students* 

In 1932. we were approached to set up a guaranteed access program for students 
attend* <g schools comprising the United Negro College Fund* The loans are 
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guaranteed by the Hidher tducation Assistance Foundation. This program resulted 
in a commitment to originate up to $10 nil Hon in loans for the 19a?-63 school 
year and up to S2Q million for the 1983-84 school year. 

In 1983* w e developed the capability to originate auxiliary loans to assist 
students under both the New York and NEAf Programs, In the case of Hew York* 
loans were made available only to students attending New rork schools or to New 
York residents attending out-of-state schools. In the case of 1IEAF* however* 
the loans were riade available to students attending schools across the countrY, 
There was evidence that the ALAS Program was not widelV available and we advised 
schools across the country that we were willing to make such loans to fulfill 
student needs. The najority of schools have welcomed the availability of this 
program* while in certain instances some schools have indicated that local suPplY 
was available to satisfy demand. 

Additionally in 1983* we were approached by two organizations of vocational 
schools to set up a program to make loans available to their students. These 
two organizations have reouested that we make available $300 million over the 
next three years to students attending the constituent schools. This commitment 
will be incremental to the loan originations that Citibank Is already doing for 
many of.these schools. We anticipate that the details of this program will be 
finalized over the next few weeks. 

The preceding is a brief history of Citibank's evolution as a national lender. 
As you can see* its evolution as such was prompted by the recognition that not 
all of the demand for guaranteed student loans -was being met. This perception 
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was strengthened when we began receiving application requests from students in 
many states with whom wo had no previous invol venent. 



Given the complexity of the issue* we believe it would be a mistake to legislate 
against the concept of lending or guaranteeing loam across state borders There 
is no question in our ninds that such legislation would Unit the access of many 
students to the guaranteed student loan Program. Citibank also recognizes that 
the original intent of Congress was to adninister the guaranteed student loan 
progran through the decentralized guarantee agencies in each itate and we beHeve 
that this concept can continue to work and offer the following solutions: 

1 . Jt is our experience that state guarantee agencies normally have 
a close working relationship with the schools within their states. 
If a school is approached by an outside guarantee agency with a 
now Program it should be up to the local guarantee agency to 
work with the school to determine whether or not an access Pro- 
blem exists. K there is no Problen* then the school would 
not need to make loans available to its students fron the out- 
of-state guarantee agency* Jf , on the other hand* an access 
problem did exist* the school ^ay want to make those loans 
available to its students* The point is that the local guar- 
antee agency should be working with the school to resolve 
any access Problems* 

2* Some of the assured access programs nay be more attractive to 
schools and to students because of certain characteristics* The 
Congress could standardize the guaranteed student loan so that it 
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would be impossible for a Guarantee anency or a particular lender 
to offer a fnore attractive product* Specifically [ am talMng 
about: A.) The insurance Premium* If all insurance Premiums 
were required to be eQual , then there would be no advantage of 
one loan over another* Along these Tines the insurance premium 
could be eliminated if \00Z reinsurance by the Federal Govern- 
ment were to be implemented, as is currently being discussed* 
B*} Deferred interest* At least one assured access program 
for the auxiliary loan to assist students* the Lak School 
Admissions Council Assured Access Program* offers the student 
the ability to defer interest rather than to pay it on a cur- 
rent basis* This is very favorable to students, but very costly 
for the lenderi Particularly in the third year of a law school 
program* because the lender cannot capitalize the interest 
until the student graduates* The lender would have to p a y the 
cost of funding the interest and earn nothing on it. In the 
case of the la w school Program* however* Sallie Mae is the ulti- 
mate lender and is in a better Position to absorb this 
additional cost* Sallie Mae's cost of funds is cheaper than a 
bank lender's due to the $5 billion In low cost funds obtained 
from the Federal Financing Bank and the wider acceptance of Its 
debt instruments in the marketplace because of its government 
charter. If Sallie Mae's competitive funding advantage were 
eliminated, or if the ALAS loan program was standardized so that 
in all cases th*» student must pay interest beginning immediately* 
or If the Congress authorized all lenders to capitalize interest 
on ALAS loans on a quarterly basis* then either all ALAS loans 
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would be the sane or all lenders could offer the deferred Interest 
feature and there would be no advantage for the student to seek 
the lean from an out-of-state source. C.) Loan consolidation. 
In the case of the sane assured access Program, where a student 
obtained both a $5*000 guaranteed student loan and the £3,000 
ALAS loan the student then qualifies for the consolidation program 
and this could be made known to the student at the outset. Only 
SalHe Mae can offer loan consolidation as it Is currently struc- 
tured and Sail te Mae was involved in this program. If all lenders 
w*re able to offer the consolidation program D r If the consolida- 
tion Program were modified, so that it was only made available to 

i 

student borrowers who had parent dtfficultyi then/this attractive 
aspect would be eliminated. Again there would be less reason for 
the student to go out of state for his or her loan. 
3. As a last resort, if the Congress does insist upon legislating upon 
the issue of national guarantees* It might be appropriate to allow 
students to obtain loans from out-of-state lenders with an out-of- 



state guarantee only If they have received a signed refusal state- 
ment from a local lender. This, is somewhat burdensome administratively. 
However* it has worked to the extent that we have used that approach 
with respect to the Purchase of student loans originated by Bell S 
Howell. Bell £ Howell would not originate the loan unless such a 
statement was obtained by the student, 

In summary, we believe that the Issue of national guarantee agencies and national 
lenders Is a conplex one. However* we strongly believe it would be a mistake to 
eliminate student access to student loans through restrictive legislation. 
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Legislation alonn these lines would have the affect of eliminating access to too 
many students* many of whom are the most needy- Rather* we think the solution 
is for the Individual states and state aqencies to work It out between them- 
selves. Additionally* the Congress minht want to consider fuller standardization 
for the guaranteed student loan Product so that the Product would be the same 
across-the-board and not more attractive depending uPon who offered It. 



Thank '*ou very much for the opportunity to testify at this hearing* and if you 
have any questions* J would be more than happy to answer them. 



Senator Stafford. The Chair will comment at this point that we 
are pleased that constructive suggestions are bfeing made this 
morning* that we are sure the comnittee will want to consider* 
from all of the witnesses thus far. 

Mr. Bullard, you are next. 

Mr. Bulla rd. Thank you. Senator. 

Because our company's activities may have in part precipitated 
your consideration of legislation that, in my opinion, restricts or 
prohibits a lender's choice of student loan guarantee agencies, we 
very much appreciate this opportunity to set the record straight- 

Our company's student lending program is known as the Iowa 
higher education loan program, or IHELP. It involves some 62 fi- 
nancial institutions, and accounts for approximately 30 percent of 
the student loans originating in Iowa. We are active lenders, whose 
purpose is to provide a consistent and reliable source of loans for 
students and schools. 

Beginning in the fall of 1980 and continuing through 1981, the 
level of service provided by our Iowa guarantee agency deteriorated 
significantly. Applications took 40 days or more to process. Notices 
of guarantee were inaccurate or totally missing. Duplicate and trip- 
licate guarantees were issued for the same borrower; none of them 
were correct. The actual loss of over 1,000 applications presented 
some very real problems for our bank people out on the firing line. 

T' say that we were concerned for the effectiveness of our pro* 
gran is probably a gross understatement. When you are faced with 
a swamp full of operational alligators, you look for a little high 
ground, and that is what we felt the Higher Education Assistance 
Foundation provided us. After considerable investigation of 
HEAFs capabilities, and Department of Education assurance that 
their guarantee of our loans was permissible, we began processing 
HE AF guarantees in March of 1982. Since that time, the Hawkeye- 
HEAF relationship has been the subject of allegations and innuen- 
dos from numerous quarters, Additionally, the Iowa agency threat- 
ened termination of our bank lenders' agreements in April of 1982 
and then did it for real in November. While the November termi- 
nation is still under appeal, I think you can appreciate the difficut* 
ty of conducting an effective student loan program in such an envi- 
ronment. You may also be aware that the Iowa agency requested 



the Secretary of [Education resolve this apparent problem. While 
the Secretary has gone on record approving the Hawkeye-HEAF re- 
lationship and expressing the hope that the Iowa agency will coex- 
ist with private agencies, in an environment of healthy competi- 
tion, we have not seen many signs of peaceful coexistence in Iowa, 

Let me try to relate our Iowa experience to this amendatory leg- 
islation that you are now considering. First, in my experience, diffi- 
culties between lenders and guarantors only impact students and 
schools. Those are the persons who are supposed to be the real 
beneficiaries of the guaranteed student loan program. If the diffi- 
culties get out of hand, the lenders will disappear, and in the final 
analysis, the program ill disappear, because the lenders provide the 
funds to make it function. 

Lenders must be free to seek guarantors who provide the most 
cost-efficient and effective level of service. This is strictly a busi- 
ness judgment, no different from selecting a supplier of data-proc- 
essing services or envelopes. A bank serves three masters: its com- 
munity, the employees, and its stockholders. If it fails the latter, it 
loses the opportunity to serve the other two. t 

The amendment that you are considering will create, in my opin- 
ion, a series of monopolies in the individual States, which may or 
mav not be responsive to the needs of schools, students, and.lend- 
ers. If not, who is going to correct the situation? In our experience, 
it will not be corrected by those who created it. 

As you should be aware* State monopolies would be fairly free to 
set their own rules. In Iowa, we have heard a good deal about "No 
loans to freshmen," "mandatory cosigners/' and "Don't advertise 
student loan capacity, 1 * We strongly believe that the availability of 
competitive guarantee services has kept the program responsive 
and not limited to the whims or dictates of a few individuals. 

In my opinion, the existing law already provides a competitive 
system of checks and balances that can keep the program as broad 
as it was intended and make the persons involved responsive to ad- 
ministrative and servicing needs of those it is supposed to serve. 

Who is seeking the change? From what I have been able to learn, 
it is not the students, the schools, nor the lenders. I would submit 
to the committee that the program really seems to be working 
quite well at this point. Why would you try to fix it? 

Thank you. 

Senator Stafford. Thank you, Mr, Bullard, 

Mr, Hawk, could you tell us the circumstances under which you 
entered into an agreement to guarantee student loans for Hawkeye 
Bank and for the Law School Admissions Council? Did you suggest 
such an arrangement, or is this solicitetL^y. other parties? Does the 
Higher Education Assistance Foundation determine there is an 
access or service problem in a State before it enters into a guaran- 
tee arrangement for making loans available in that State, and if so* 
how is this determination made? I realize I have asked about three 
questions in one here. 

Mr, Hawk. Mr. Chairman, if I may, I will take them in the order 
that they were asked. 

Senator Stafford, All right, 

Mr, Hawk, Mr. Bullard, of course, has just addressed the issue 
with respect to the Hawkeye Bancorporation, The Higher Educa- 
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tion Assistance Foundation did no approach the ^awkeye , Bancor 
poration in an effort to solicit their participation with the Higher 
Edu<Xn Assistance Foundation The ^^j^SSS^S^ 
ance Foundation did not approach Hawkeye Bancorporation lor 
anv Duroose even remotely close to that. The approach was the 
Sr P way^ro e und. ft wasjf.cer* of the ^wk^I^rp^Uon 
that came to the Higher Education Assistance Foundation as part 
of ?hetr effort to determine some kind of guarantee arrangement 
which in their judgment, would be more adequate than the one 
which they were experiencing. r™.««u DC =„™1 ««-e«t 

In the case of the Law School Admissions Council ass urai «cce» 
program, the approach to us was by the Law School Admissions 

^■raSSsT«b an arrangement, the Higher Education 
Assistance Foundation would not, in the case of Hawkeye Bancoj- 
Doration, sav "You have to prove to us that there is a need for you 
Kve alfoeren? kind of service before we will consider guaran- 
Seing your loans." The same thing is true with the ^ School Ad- 
missions Council. The Higher Education Assistance Foundation did 
no say/'You have to prove to us that there is a need or that the 
studente about which you are concerned cannot obtain loans belore 
the Foundation will make the service available. nrnijram 
Now in the case of the Law School Admissions Council program 
I think we had every reason to believe, based on the data which 
^'available, that Less. to ALAS loans which are designed to 
serve graduate and professional students, ^ot tol W ST 
this nltion at that point in time, and I do not think it still is. .a* a 
SSte? rf fact, there are some problems ^^'f^J'^^VC 
gram, which we have addressed in other contexte. But. nonetheless 
H is the best program we have to meet the needs of those kinds of 
students and as such there does need to be access. 
81 Wfdf S *5£K "that there be proof any more that : we ^require 
that there be proof on the part of the United Negro College Fund 
ofvocSal sdiool students. As a matter of P^P^'^J 1 ?^ 
lieve that it is better for a student to have two opportunities wian 
to have sUuettoi in which a student has no opportunity - So ^ 
make a mistake, we would rather make the mistake on the side of 
p^ovidtog mo7e opportunities than are necessary to meet ; the needs 
S The students than making a mistake on the side of making ^sure 
there are not too many opportunities and hence, denying some stu 
dents the opportunities which they deserve. 
Senator Stafford. Thank you very much. H^her 
Mr Bullard, why did Hawkeye Bank decide to ask the Higher 
Education Sistonce Foundation to guarantee * rt«ten£ loans? 
Did your previous guarantee arrangement not provide adequate 
access to loan capital for students? **M*;f;«i 
M? Bollard. The previous guarantee agency, as I have tost.fied, 
had deteriorated in its quality of service to the point that t caused 
real operational problems for our company. That was our reason 
for our approach to Mr. Hawk s organization. 

Senator Stafford. All right. „i,™- to make 

Mr Biklen, under what circumstances would you choose to make 
a guaranty arrangement with a national guarantor, as opposed to 
a State agency? 
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Do you believe that such an arrangement provides for better 
access to loans Tor students? s 



Mr. Biklen. Originally, when we started out going oufetipe of 
New Ycrki as I said, we solicited all of the States, and in those situ- 
ations where, for example* California, if we are operating under 
that program, if a California student came to us for a loam it 
would be made under that guarantee agency. When we begzn get- 
ting requests for applications from students in States we did not 
operate in* at that time, we utilized the Federal guarantee. 

Last year, the Department of Education announced that they 
were going to phase out of the business of guaranteeing loans* so at 
that point, we made an arrangement with the Ijigher Education 
Assistance Foundation to pick up the guarantees in the event that 
the Department of Education did stop guaranteeing loans. So we 
are at the point today that if we get a request from a student in a 
State under whose guarantee program we do not operate in, then 
we would make the loan with the guarantee coming from the 
Higher Education Assistance Foundation* 

We also work with United Student Aid Funds, under some of 
their programs, and where the applications came through, that 
means we would use their guarantee. 

Senator Stafford* Do you take any steps to ascertain whether or 
not students who apply might be eti^ibltrfor aid under State agen- 
cies before you allow them to take out a loan? 

Mr. Biklen* No; we do not do it on an individual, loan-by-loan 
basis. However, we have on occasion asked the student why they 
came to us over the telephone lines, and they have indicated that 
they have had problems getting loans. But we do not require that 
they give us evidence on a loan-by-loan basis. 

Senator Stafford, Then* you do not take any steps to ascertain 
whether or not a student might just be eligible for sufficient grants 
and other assistance, and not be fully aware of it, so that the stu- 
dent would not need a loan from an agency like yours? 

Mr. Biklen* No; we do not question the students, but as I say* we 
have on occasion taken a sample of requests coming in and asked 
them why they came to us, and they have indicated they could not 
get a loan. 

Senator Stafford. I see. A1J right* thank you* 

Mr. Mirandon* how does the United Student Aid Funds decide to 
enter into a guarantee arrangement in a State? 

Do you believe that your organization or your counterpart State 
agencies can adequately determine whether there is an access prob- 
lem in a State? 

Mr. Mirandon. Generally, we are called upon by many of the 
schools that we have represented since 1960 and which are tied to 
us with contracts. When schools call to say, "We need specific 
help/' we afford that help, This generally causes us to recognize 
that there are access problems in certain States. I doubt that some 
States will agree that they have problems. 

However, in all cases, we meet the school's request for help on a 
supplemental basis. Again, we are not going to take over all the 
loans of that school. For example, the independent schools and col- 
leges of Oregon have used the Collins Foundation to create supple- 
mental loans for nonresidents and parents. Idaho is an example of 
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another State that has used its relationship with us going back to 
1963, I believe. The same authority that appointed the State agency 
has asked us to step in and help out on a supplemental basis. Okla- 
homa, Arkansas, Louisiana, New Mexico, North Carolina College 
Foundation — I can go on with a long list, where we do supplement 
the need for loans which obviously exists in those areas. I do not 
think they will deny that there are problems in certain States. 

I hope I have answered that question. 

Senator Stafford. I think you have. 

Senator Randolph, do you have questions? 

Senator Randolph. Yes; in a moment, I will ask a question or 
two. I have been requested, Mr. Chairman, by Senator Pell, who 
wishes inserted in the record a "Guaranty Agency Questionnaire/' 
which has been prepared by the National Commission on Student 
Financial Assistance. He farther indicates this addresses and as- 
sesses the extent to which guaranty agencies, lenders, and State 
secondary markets impose restrictions on GSL borrowing. " 

I make that request on behalf of our colleague. 

Senator Stafford. Certainly. Without objection, we will place 
that in the record. 

Senator Randolph. Thank you very much. 

[The following was received for the record:] 
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GUARANTY AGENCY QUESTIONNAIRE 

SceCen Letfrtan * 
Senior Sescajrch Associate 
July 19/ i?S3 

The Nationai Corwnission on Student Financial Assistance 
conducted a survey of guaranty agency directors ;q assess the extent 
to which guaranty agencies/ lenders and state: secondary markets 
impose restrictions on GSL borrowing which go beyond federal 
regulations. 

The survey was conducted to learn the perspectives of guaranty 
agency directors on the scope of this iss'j*. Acency ditectors' were 
asned foe chetr best estimation of the proportion of certain 
restrictions imposed by lenders. The responses do not reflect the 
volume of loans in each state. 

Ft ttDlnqs 

Cf ;he 56 quest ionaites sent to guaranty agencies, 53 were 

1 nir-'Tc 1 j I Lenders (see Table 1) 

- "i: - v *nj.ne agencies reported using commercial lendetr.* Tre 
■. . ,,L often-cited restrictions werer 

T^** most common restriction imposed &y coesiercial icndsts 
■ \i iu* ;eqLii:ement of a previous customer telat ionship. 

A la:ge majority (37) of agencies reported having between 25 
r^r^ent and 89 percent of thelt commercial lenders tequiting a 
previous customer relationship before they would rcake a loan. 

Si;t agencies reported bavin? between 5 percent and 2* Percent 
of theit cojnmercial lenders imposing this restriction, while 5 
agencies imported that virtually no commercial lenders required a 
Previous relationship. One agency repotted that nearly all 
commercial lenders tequire a Previous Customer relationship. 

o The Second most common testriction by commercial lenders was 
their jnwillingness ~o lend to out-of-state students attending 
schools in their state. 

Twenty-four agencies reported having between 2S percent and 
89 percent of their commercial lenders imposing this restriction. 

Thirteen agencies reported virtually no out-of-state student * 
testr ict ions, while 8 agencies repotted that a srnall minority* 
between 5 percent and 24 percenti of their corwierciai lenders 
imposed this resttiction, Five agencies reported that virtually all 
of their commercial lenders imposed this restriction. 

0 The third most commonly reported restnct:on oy commercial 
Renders was imposed on students Planning to enroll in 
less- tnan- two -year programs. 

While 30 agencies reported that almost no lenders imposed this * 
resttiction, 13 reported that between 5 Petcent and 24 percent of 
cemmerc ial lenders restricted borrowing, 10 reported thar 25 percent 
to 74 percent of commercial lenders restricted ro::owing and 2 
agencies reported that between ?5 Percent and ICQ percent of theit 
commercial lenders imposed this tesrnction* One agency ;eported / 
mat *snders will no: lend lo botrowers atrend-r.i trade and 
technical scnools that offer a specific ryPe of training* 
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Direct Lendecs (see Table 2) 



Thirteen agencies rePor 
agencies nored that the most 
was the unwillingness of dir 
students attending schools i 

Tive agencies repotted 
lenders impose this restrict 
75 percent and S9 percent of 
restriction* one agency repo 
49 percent of their direcr 1 
virtually none of their dire 



ted using direct lenders* These 

common cesriction imposed on borrowers 
ecr lenders to lend to out-of-state 
n their state. 

that virtually all of their direct 
ion* one agency reported that between 

their direct lenders impose this 
rred that between 2$ percent and 
enders, and 6 agencies reported that 
ct lenders imposed rMs restriction* 



Secondajry Markets 

Of the 24 agencies that reported operating a secondary marker, 
7 reporred imposing certain restrictions. Of rhese, 2 require a 
minimum balance of $1,000 on loans they will purchase, 2 will not 
Purchase loans made to students from out-of-srate institutions, one 
vill not purchase loans from borrowers from institutions with 
certain default rates* and one will nor purchase loans made to 
aur-of-state borrowers. One agency requires a $3*500 minimum 
average balance on loan portfolios, and will not Purchase loans made 
t<p borrowers who have moved cut of the market area/ failed to 
respond to written inquiry/ have deferments, and are graduate 
students. 

Guaranty Agencies 

Of the S3 agencies that responded ro the questionnaire, 17 
reported that they impose restrictions on GSLs which 9c beycnd 
federal regulations. Seven agencies will not loan ro borrowers from 
correspondence schools, three will nor loan to part-time students, 
two will loan only to state residents though one of these stares has 
an agreement with an out-of-state lender ro provide loans to 
out-of-state students, one will not loan ro borrowers under 21 years 
of age, one will not loan to theological institutions, one will not 
loan to students with less than a "C" average, one requires the 
borrower to be from a certificate/degree awarding institution, and 
one requires a cosigner* One agency restricts less than full-time 
undergraduate and graduate students to one-half of the maximum loan 
amounr of eirner J2i500 or SSiOOO Per grade level, allows cnly 
srudenrs who are enrolled in specific five-year programs ro receive 
a "fifth year" loan, and requires that afser initial borrowing a 



student must progress zp a higher 
receiving an additional loan 



academic grade level before 



Leaders of Last ftesort 

In response ro the question* "Do potential GSLP borrowers in 
your state have sufficient access to 'Lenders of Last Resvt* So 
that the restrictions imposed by lender and/or secondary markets 
reoresent no major problem?", 29 agencies answered "Yes, 
definetely,' 20 agencies answered "Yes, basically no significant 
oroblems in access in our state," 2 agencies answered "No, access to 
loans is restricted to some students," and one agency answered Mo, 
access to loans is restricted to many types of students," 
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Senator Ranixjij'h. Mr. Hawk* it has been alleged that HEAF is 
making or will ultimately make huge profits from its varied activi- 
ties in several States, let us say, including West Virginia. Now, 
what is your current percentage of GSLs — is it 10 percent, is it 15, 
is it 20, is it 25— compared with the total loan volume under the 
guaranteed loan program? And take your time in answering. 

Mr Hawk. Senator* during the first three quarters of this fiscal 
year, the Higher Education Assistance Foundation guaranteed 8.6 
percent of all loans guaranteed in the Nation. That includes the 
guarantees issued in the six States or five States plus the District 
of Columbia. 

Senator Randolph. Would you name the States again? 

Mr. Hawk. Yes; it is Kansas, Minnesota, Nebraska, West Virgin- 
ia. Wyoming* and the District of Columbia. That 8.(> percent also 
includes loans outside of those States. 

Senator Stafford. And was that 8.6 percent of the total loans 
guaranteed; did I understand you correctly on that? 

Mr. Hawk. Yes* sir* during the first three quarters of this fiscal 
year. 

Senator Stafford. Thank you. 

Mr. Hawk. I have forgotten how you phrased the question, Sena- 
tor, but with respect to profit on the program, the Higher Educa- 
tion Assistance Foundation is the only guarantee agency to have 
returned to the Federal Government all of the reserve advances 
which the Federa] Government has made available to it* in the 
amount of some $11 million. At the same time that the Higher 
Education Assistance Foundation did that, it reduced the guaran- 
tee fee which is charged to students. The Higher Education Assist- 
ance Foundation has been both willing and able to accommodate a 
loan portfolio which includes loans which very often are regarded 
as not the most desirable loans. loans which are regarded as risky 
and with a greater propensity than the average to default* loans 
with relatively small balances, which are more costly to service 
than others. The Higher Education Assistance Foundation has 
never had any support from any State. The Higher Education As- 
sistance Foundation has never had any reserve advances or other 
kinds of assistance from institutions of higher education or from 
business organizations. 

One of the things which the Higher Education Assistance Foun- 
dation, quite frankly. Senator, has sought to do is to demonstrate 
that this kind of program could be operated efficiently and effec- 
tively to cause the needs of students to be met with minimal subsi- 
dies from the Federal Government and without support from other 
areas. The foundation, being a nonprofit organization, does* of 
course, accumulate some funds; it does not pay any dividends to 
stockholders, and the foundation does attempt within the con- 
straints which I^ave just mentioned — delivering the best service 
with the lowest possible cost—attempt to demonstrate financial 
viability and financial strength, so that lending institutions like 
Hawkeye'and Citibank and the others will have some confidence in 
the guarantee of the foundation. I think the foundation has done 
this fairly well. The foundation has accumulated a fund balance of 
some $2~> million. It has accumulated reserves of some $35 million. 
It has accumulated total assets of $60 million, which gives financial 
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institutions confidence in the ability of the foundation to deliver 
with respect to its commitment to pay default claims, 1 think, it is 
important for you to understand that the foundation has done 
these things at the same time that it turned back to the federal 
Government some $11 million on a voluntary basis, reduced the 
guarantee fee, and generally sought to provide the service at the 
lowest possible cost *:o the student. 

Senator Randolph I appreciate your statement, I said almost 
what you have said n my opening statement, I did discuss tor the 
record in the State of West Virginia, 

I repeat, Mr Chairman, that the Higher Education Assistance 
Foundation has approximately 15,000 loans in effect in West Vir- 
ginia colleges and universities— is that right? 

Mr, Hawk, Yes, Senator. , , , r . . 

Senator Randolph, That is at the beginning of this current 

school year? 

Mr, Hawk- Yes* Senator, . n f 

Senator Randolph. How many colleges are involved— all ot 

Mr, Hawk, AH of them, I cannot recall the total number of insti- 
tutions in the State, but it is all of them. 

Senator Randolph. Yes. Are the three universities involved- 
West Virginia University, Marshall University, and the University 
of Charleston? 

Mr, Hawk, Yes, indeed. , * 

Senator Randolph, And the independent private institutions and 
colleges in the State; is that correct? . t , 

Mr Hawk. Every public and private, institution in the state* 
either collegiate institution or vocational-type institution which is 
eligible under the Federal law is involved m the participation ot 
that program and is served by the program, t 

Senator Randolph, Mr, Chairman, I am going to place certain 
information in the record at the appropriate time— I want to Dnng 
the record up-to-date. I have made a call to the proper officials at 
Salem College, Salem College is the institution from which I was 
graduated, and an institution on which I served for more than ov 
years as a trustee, and continue now as a trustee emeritus, to serve 
that college in central West Virginia. 

I will be forgiven, but perhaps not forgiven, for a personal com- 
ment I attended a recent Salem College Aboard meeting, and while 
walking through the main street of Salem, the town in which 1 was 
born, why, a gentleman older than I am called to me and said he 
would like to chat a minute* I said, "Yes, indeed, I will come over 
and see you." He said, "No, I can still walk across the street. 

So he came over and he said, "I know you were a trustee ot 
Salem College for over 50 years. And I now see you are listed as 
trustee emeritus. What is the meaning of the word emeritus { 
I said, *it simply means I am still hanging around, u 
So, whether you talk about "emeritus ' or emeritus* why, that 
is exactly what I am doing in connection with the subject matter ot 
aiding West Virginia s students in receiving loans through which 
to pursue their education. I am still hanging around. 

Mr Chairman, I will place in the record a little later, hopetully, 
within a few minutes* after a phone call is returned from balem 
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College. Our student body there, about 92 percent of them, would 
not be in college except for loans, Mr. Hawk. Is that case repeated 
throughout the country in any institution? 

Mr. Hawk* Mr. Chairman and Senator Randolph, there are a 
number of institutions in the country which fit the general catego- 
ry of a Salem-type institution, whifch are highly dependent on the 
availability of student financial aid in order for the students to 
have the benefit of the resources of that institution* Salem College 
is a good example of an institution which has been dependent Jipon 
those types of resources* as well as dependent upon the leadership 
of people like you, Senator* to provide continuing support for the 
institution. 

The fact of the matter is* there are a great many institutions in 
this country, similar to Salem College, which are almost fully de- 
pendent upon the availability of student financial aid in order to 
meet the needs of their students. 

Senator Randolph. The colleges would have closed their doors, 
isn't that correct* by the hundreds, even* perhaps, thousands, 
throughout the Nation, without the guaranteed student loan pn> 
gram? 

Mr. Hawk. Mr. Chairman and Senator Randolph, the guaranteed 
student loan program ts the most comprehensive of all the student 
loan programs available in the Nation today. As a result of this 
comprehensiveness, and as a result of its unique capacity to meet 
needs of students at all income levels* it has been a program which 
ts critical, in my judgment, to the survival and effectiveness of 
many institutions in the Nation. I think Salem College is just an 
example of the pressing n^d for institutions to have resources on 
which they can draw in order to provide financial access for the 
students attending those institutions* 

Senator Randolph. I have another question that I had thought 
to ask you, but I will simply submit it for the record to save time, 
Mr. Chairman, so that the other witnesses can be heard. 

Senator Stafford. Without objection, it is so ordered. 

Senator Randolph. I thank you so much. 

[The following was received for the record:] 

[Salem College in format ton: The Senator's recollection that 92 percent of Salem's 
student body received loan assistance w as correct.] 

Questions intended to be submitted by Senator Randolph for written responses 
wore subsequently asked by other members, and answered on the record by the wit- 
nesses. 

Senator Stafford. The Chair now is prepared to recognize Sena* 
tor Grassley, and I understand he has to -leave shortly. The Chair 
also wants to welcome my long-time partner in this subcommittee, 
Senator Pell, and he also has to leave shortly, so I hope that the 
two Senators will be brief. 

Senator Grassley. Yes, thank you, Mr. Chairman. 

Mr. Biklen, the chairman asked you a question similar to this, 
but I wanted to be a little more specific. Do you feel that you would 
be able to maintain current loan services ii your bank were forced 
to deal directly with a number of State guarantee agencies, rather 
than one private guarantor? 

Mr* Biklen. Well, right now, we deal with* I would say, probably 
10 guarantors. If we were to deal with 50 guarantors, that would be 
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difficult, because they have all got differing requirements. But as I 
said* we solicited 25 to 30 of the guarantors where we thought 
there was need— this goes back 3 or 4 years ago— and some of them 
v said yes, and since, we are operating under those programs. 

But if we had to operate under 50 programs to satisfy all the 
need in the country, that would be a burden to us. 

Senator Grass ley. It would be a burden. Would it change your 
policy? Would you be serving fewer students? 

Mr* Biklen* If it was stated that we could not make a loan, prob- 
ably, yes, because we just could not— unless the procedures were 
standardized such that it did not make any difference* But if they 
continued to have differences, yes. If they were standardized* possi- 
bly, we could do all of them. 

Senator Grassley* Thank you* 

Mr* Haw! tJ in your testimony, you say that your organization 
guarantees only 8*6 percent of the total volume of loans guaranteed 
under the guaranteed student loan program* What percentage of 
those loans come from States where you are the designated State 
agency? 

Mr* Hawk* Mr* Chairman and Senator Grassley* I should have 
anticipated that question, and I should have done a precise calcula- 
tion to determine that* but it would be in the neighborhood of— my 
best guess is that it is in the neighborhood of 90 percent* 

Senator Grassley. OK : If you find the actual figure is different, 
you can change your testimony to us by way of writing* 

Mr* Hawk* I will indeed* Senator* 

Senator Grassley. Thank you* 

Mr Bullard, again, I think the chairman touched a little on the 
questions I want to ask you, but I want to get just a little different 
point of view* Had your holding company been unable to seek a pri- 
vate guarantor for your student loans, would you have chosen to 
terminate your participation in the program? 

Mr. Bulla rd* That was very definitely in our consideration at 
that point, Senator. • 

Senator Grassley. OK* It is my understanding that the loan cri- 
teria that students must meet under the Iowa College Aid Commis- 
sion are not restrictive, relatively speaking* However, do you feel 
that there are student populations such as vocational students that 
« are not being served by the State guarantee agencies? 

Mr* Bullard* I think to the extent that lenders are willing to 
work with those technical and vocational schools* the State guaran- 
tee agency, perhaps, does serve. However, I think our relationship 
* with HEAP has been able to enhance accessibility for those types 
of students in our State* 

Senator Grassley* From a qeneral point of view, are you able to 
serve a broader clientele under your contract with the Higher Edu- 
cation Assistance Foundation than you were able to solely under 
the Iowa College Aid Commission? 

Mr. Bullard* Yes, very definitely* As a case in point* many of 
our banks are located on the periphery of Iowa* There are schools 
across borders* HEAF enables our banks located in — let us take an 
example— Council Bluffs* Iowa* to provide a loan service for Ne- 
braska students attending Creighton University or the University 
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of Nebraska-Omuha. which are right across the riven You cannot 
do that under the Iowa program. 

Senator Grasslby. Thank you, Mr. Chairman. That is all I have. 

Senator Stafford. Thank you very much, Senator Grassley. 

Senator Pell? 

Senator Pell. Thank >*>u, Mr. Chairman. I just wanted to 
present my apologies for not being here the whole morning. We are 
havinq the freeze resolution in the Foreign Relations Committee at 
this time. And I would also thank Senator Randolph for having in- 
serted in the record on my l3ehalf the statement put out by the Na- 
tional Commission on Student Financial Assistance, and emphasize 
my own hope that this hearing will illuminate further the whole 
question about access to institutions of higher learning. My own 
view is that the direction that we should always seek to go is to 
provide the widest possible access* no matter what that means is 
and how we can do it. 

I thank you very much for allowing me to jump in this way. 

Senator Stafford. Well, thank you very much t Senator Pell. 

At this point, I would like to again express my personal and the 
committees thanks to all of you for being here, and for the con- 
structive suggestions you have made to us as we address this prob- 
lem. 

Thank you very much, gentlemen. 

The next panel, panel 2, will consist of Mr. William A. Paasch, 
who is president of Utah Educational Loan Services; Mr. Richard 
Innocenzi, director ol the New Jersey Higher Education Assistance 
Authority; Mr. Carl Donovan, president, Washington Student Loan 
Guaranty Association; Mr. Jay Evans, Pennsylvania Higher Educa- 
tion Assistance Authority, and Mr. Ron Iverson, director, Vermont 
Student Assistance Corporation. 

My apologies, gentlemen, to any of you whose names I mispro- 
nounced. It will be the Chair's intent to take you in the order in 
which you have been announced* and you heard me explain our 
stop-and-go system here, so I will not bother to do that again. But I 
will again apologize for the lack of time to do things properly in 
testimony, knowing all the work you have gone through to be here 
and prepare. We will place all of your statements in the record in 
full, as if read. 

Having said that, Mr. Paasch, if I get your name correctly, you 
are No. 1. 

STATEMENT OF WILLIAM A. PAASCH. PRESIDENT, UTAH EDUCA- 
TIONAL LOAN SERVICES, INC., SALT LAKE CITY, UTAH; RICH- 
ARD J. INNOCENZI, DIRECTOR. NEW JERSEY HIGHER EDUCA- 
TION ASSISTANCE AUTHORITY* CARL DONOVAN, PRESIDENT, 
WASHINGTON STUDENT LOAN GUARANTY ASSOCIATION) JAY 
EVANS, DEPUTY FOR LOANS AND FEDERAL AFFAIRS, PENN- 
SYLVANIA HIGHER EDUCATION ASSISTANCE AUTHORITY; AND 
RON IVERSON* DIRECTOR, VERMONT STUDENT ASSISTANCE 
CORP. 

Mr. Paasch. Thank you, Mr. Chairman. 

I am William Paasch* president of Loan Servicing Corporation of 
Utah, a private nonprofit company responsible for managing both * 
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the guarantee agency and secondary market activities for the guar- 
anteed student loan program in Utah. 

1, like many of my colleagues, am concerned by recent activities 
leading to the formation of the law school assured access program* 
a joint effort by Higher Education Assistance Foundation, the Stu- 
dent Loan Marketing Association, and First American Bank of 
Washington, D.C. According to the information distributed by the 
Law School Admission Council to the law schools in Utah and na- 
tionwide, the purpose of the new program is to provide GSL and 
PLUS loans to law students because of the unevenness and uncer- 
tainty of the availability of guaranteed student loans and the even 
more unpredictable access to auxiliary loans to students. 

In spite of these publicly announced purposes leading to the for- 
mation of the program, I believe that LSAAP is nothing more than 
an effort to remove lucrative, high-balance, low-risk law loans from 
the portfolio of the State-administered guaranteed student loan 
program. To my knowledge, no inquiry was made by HEAF, Sallie 
Mae, or First American Bank as to whether loan access was a prob- 
lem for law school students in Utah. It is not. Neither HEAF, 
Sallie Mae. or First American Bank, to my knowledge, made any 
effort to contact the guarantee agency or otherwise announce its 
intention to offer the program within the State of Utah. 

Our first awareness of the program came as a result of a ques- 
tion concerning application procedures from the financial aid office 
at one of the schools contacted to participate in LSAAP. That kind 
of introduction to the program was totally inadequate, and shows 
HEAF's and Sallie Mae's blatant disregard for common courtesy 
and the absence of any respect for the efforts of our organization to 
provide access to loans for Utah students. 

1 object to the formation of LSAAP and the unannounced intro- 
duction of the program to the State of Utah for the following rea- 
sons. 

First, I do not believe competition among guarantors is a healthy 
or desirable situation. The purpose of financial aid program is to 
provide access to higher education, not profits to Sallie Mae, 
HEAF, or the First American Bank of Washington. 

Second, multiple guarantors within a State or new nationwide 
program simply serve to confuse the students without providing 
any real benefit. Since the LSAAP program has been operating in 
Utah, we have been informed by financial aid offices of confusion 
among law school students. Several students who have already ap- 
plied and received their student loans under the Utah program for 
this school year have appeared at the financial aid office, request- 
ing additional loans through LSAAP. These students are under the 
false assumption that separate loans may be obtained under 
LSAAP to supplement the guaranteed student loan. 

Worse, imagine the administrative boondoggle in the event a 
school inadvertently processed a Utah GSL and an LSAAP GSL to 
the same student for the same loan period. Since the student is eli- 
gible for only one, not both, of the loans, one of the lenders, either 
First American or the local Utah lender, is holding a potentially 
nonguaranteed loan, which is ineligible for Federal interest bene- 
fits or special allowance. Imagine if I have to tell a Utah lender 



that it does not have our guarantee on a loan made in good faith, 
because someone else already made the student a loan. 

Third, the last thing students, schools* lenders and administra- 
tors need is another new program. The student already is faced 
with at least five separate Feddfral financial aid programs and a 
multiple of State and institutional scholarship, loan or grant pro- 
grams, / 

Fourth, contrary to the material distributed by LSAAP, access to 
loans in the State of Utah is not uneven* uncertain or unpredict- 
able. The only instance I um aware of concerning students who 
wanted to borrow* but were not able to* is in the case of approxi- 
mately 12 law students, who because of high family incomes, did 
not qualify for a guaranteed student loan and desired to borrow as 
graduate students under the PLUS program. 

Prior to the -time LSAAP became operational, successful efforts 
were being made to provide access to these students through one of 
the largest lenders in the State of Utah, Even if that lender had 
determined not to make PLUS loans to graduate students, we have 
been comparing a State last-resort program to help those few — and 
I emphasize* very few^students. 

The very purpose of decentralizing the student loan program was 
to provide a more localized and hence, accessible administration of 
the program, I do not believe that out-of-State agencies which en- 
courage mail order lean can provide the same responsiveness and 
degree of understanding that we are able to help students obtain. 
State guarantee agencies have demonstrated great success in pro- 
viding student borrowers bettor service and understanding of their 
loan obligation. My staff regularly participates in student and 
parent seminars at colleges, universities and high schools to help 
these families understand the availability and obligations of stu- 
dent loans, I do not believe that a guarantor headquartered in 
Kansas and a servicer and a lender located in Washington, D,C, 
can provide the same sort of responsive contact as we can with a 
local guarantee agency in establishing procedures* checks and bal- 
ances, and controls in disseminating information, I encourage legis- 
lation to prohibit more than one guarantor from guaranteeing 
loans in a State without documentation of any perceived access 
problem. If, in the Governor's determination, an access problem 
does exist within the state, then programs like LSAAP should be 
permitted to operate. 

In summary, 1 do not believe that the LSAAP program is de- 
signed primarily for access. I believe it is designed primarily for 
profit. If access to higher education were the motive of this pro- 
gram, why does the program set a $1,000 minimum and limit the 
eligibility for the program to full-time students? The answer is ob- 
vious: Loans in these categories are less profitable, 

1 agree with the comments made by the honorable Senator Staf- 
ford during the August 2 floor debate on the student loan consoli- 
dation bill when he said: 

The recent proliferation of these arrangements without close scrutiny by Congress 
or by the Secretary of Education as to whether such arrangements actually improve 
student access to lean capital is troublesome and does merit our prompt attention, I 
encourage such prompt attention to restrict programs which do not necessarily im- 
prove access and benefit other companies. 
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Thank you. 

Senator Stafford. Thank you very much, Mr. Paasch, 
Mr, Innocenzi, you are next, 

Mr, Innocenzi, My name is Richard J, Innocenzi, and I am the 
director of student loans, New Jersey Department of Higher Educa- 
tion, 

I am pleased, and consider it a privilege, to appear before this 
distinguished committee to comment on multistate guarantors. In 
order to understand the setting from which our experience has 
been drawn, let me help you to visualize the guaranteed student 
loan program for which I have administrative responsibility. 

New Jersey is one of the largest volume States in the guaranteed 
student loan program, and one of the oldest programs, originating 
5 years before enactment of the Higher Education Act of 1965, 
During the past 23 years, more than 1 million loans have been 
guaranteed to New Jersey students amounting to $2 billion. 

Our success is attributed to many factors, out perhaps the most 
important one is due in large part to the cooperative efforts of 
more than 300 lending institutions within our State which have ag- 
gressively promoted this program* resulting in accessibility for all 
who quality. 

Accessibility is not now and has not been a problem in New 
Jersey since the midseventies, A lender of last resort program was 
establtshaHti 1975 to address accessibility, with the result that 
only $1,4 million has been made in direct loans from 1975 to the 
Present, During the past 4 years, only 83 loans amounting to 
$178,000 were made through the lender of last resort program. This 
averages to less than 21 loans per years. This is further testimony 
to the dedicated spirit of New Jersey lenders in serving the financ- 
ing needs of students in pursuit of a postsecondary education. 

In recent years, the GSLP has become an attractive portfolio for 
commercial lenders, but I am convinced that the motive of profit- 
ability alone is not the sole reason for the success of this program. 
Rather, I suspect lenders are pleased to deal with one guarantor 
whose continuous objectives have been focused on keeping the pro- 
gram as free from administrative obstacles as possible, and at the 
same time maintain one of the lowest cost loan programs in the 
Nation to student borrowers. The program is easily understood by 
students and parents alike. 

In recent months, our program has been threatened by a guaran- 
tor located outside New Jersey which simultaneously perceives an 
accessibility problem, that does not exist, and an entrepreneurial 
opportunity, which does exist, to generate a handsome profit at the 
cost of student borrowers, I welcome healthy competition, for it has 
always been the cornerstone on which free enterprise is built. Not 
only does competition serve as motivation for a better product* but 
it ultimately leads to economic savings for the consumer who 
makes the final choice. The intrusion of a guarantor from another 
State did neither of the above. In fact, had steps not been taken to 
counter this marketing scheme, confusion among student borrow- 
ers in New Jersey would have been rampant. The variety of stu- 
dent loans is already confusing to the lay public, that is, NDSL, 
GSL, ALAS, PLUS, HEAL, FISL, but after many years, students 
and their families have come to associate GSL and PLUS loans as 
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State programs while all others are identified as federally or 
school-administered programs. 

The public will be confused when, or if, multiguarantors are of- 
fering the same type of loani GSL, through different lenders on dif- 
ferent application forms, at different processing fees, and with dif- 
ferent procedures. To confuse matters more, a borrower may not 
exceed annual or cumulative maximums. However, neither the 
guarantors nor the Federal Government will have any way of 
knowing when this limit is reached or surpassed until after the 
fact. Even with the present one guarantor per State, this occasion- 
ally occurs with innocent borrowers who borrow from their State of 
residence and the State in which their school is located* Allowing 
multiple guarantors to function within one State will only exacer- 
bate this condition. 

I am not totally adverse to multiguarantors in one State. There 
have even been occasions when prospective lenders who have ex- 
pressed an interest to participate in our State program have been 
advised to participate with a guarantor operating in several States. 
To be specific, credit unions of national corporations which wish to 
accommodate the student loan needs of sons and daughters of em- 
ployees would have to become accustomed to as many programs as 
States in which their employees are located. The advantages of 
dealing with one guarantor should be obvious in that one applica- 
tion, one fee schedule, one procedure, is best in order to render con- 
sistent service to all employees* children seeking these loans. Over 
the last two decades, the New Jersey Authority has referred inquir- 
ing credit unions to United Student Aid Funds, and has been satis- 
fied with this t rangement and the service its students receive. Al- 
though this pattern represents a minuscule amount of students- 
averaging 100 annually— compared with the 120,000 students serv- 
iced annually by the agency, it nevertheless denotes a limited need 
for multiple guarantors within one State* 

Another valid reason for allowing multiguarantors to exist in 
one State is the loan accessibility issue. The welfare of the student 
must transcend the economic and/or political climate of any State. 
I think this can best be done through the adoption of ethical prac- 
tices emanating from a national association instead of by mandate 
from the Congress* 

The National Council of Higher Education Loan Programs has 
already accepted the task of formulating standards and conditions 
under which multiguarantors will be able to coexist in the same ge- 
ographic location. Another area NCHELP is currently exploring is 
the issue of interstate banking and the expansion of present non- 
banking institutions into the student loan program* The ramifica- 
tions of these future movements will greatly impact the GSLP, Any 
attempt to legislate multiguarantors at this time appears to be pre- 
mature and unnecessary* 

In its honorable attempt to address the accessibility problem, 
which does exist in some States, the Congress will create a problem 
which does not exist in many States and will be one of confusion 
among constituents requiring this means of financing and the 
agencies charged with the administration of these programs. Not 
by design but by coincidence, I fear any attempt to legislate multi- 
guarantors to remedy inaccessibility would result in a return of the 
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federally insured student loan program* F1SL which allowed the 
Federal Government to serve as guarantor in the same States 
which had State guarantors. The scars of that dismal failure still 
linger yean? after the Congress in its wisdom brought about the 
demise of that unworkable centralized program in exchange for a 
strong, proven, decentralized State agency operation. Surely there 
are better ways of addressing the inaccessibility problem than per- 
mitting profit-driven guarantors to work the territory. 

In closing, 1 ask this committee to defer the issue of multiguarau- 
tors until it can be determined whether or not this can be self-po- 
liced by a national group of guarantors— the NCHELP, 

In keeping with the adage that "That which is governed least is 
governed best/* 1 see no need for legislative action at this time. 

Senator Stafford. Thank you very much. 

[Additional response of Mr, Innocenzi follows:] 
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The Honorable Robert Stafford 
U*S* Senate 
fcoom SD 4 28 
Washington, DC 20510 

Attention: Mr* David Morse 

Dear Senator Stafford: 

upon my return to the office this morning* following yeste L * 
day's hearings before the Senate Subcommittee on muiti guarantors* 
I was informed by a reliable source that my testimony led staff 
numbers to believe that New Jersey endorsed multi guarantors within 
our state, I was relieved to learn during our telephone conver- 
sation that this was not the perception you or your colleagues 
derived from ny cromments. Quite to the contrary/ New Jersey 
strongly supports the one guarantor per state concept but as my 
testimony states, I realize there may be justified circumstances 
whereby a dual gi.arantoi in one state is warranted. 

It was my recommendation to defer federal legislation in the 
hope that our nitional organization (National Council of Higher 
Education Loan Programs) would be able to self regulate- its members 
by a code of standards and ethical practices, thereby negating the 
need for additional federal legislation. in view of conditions t 
which might not permit this to occur in the near future, I would 
Like to modify my recommendation and would appreciate it if this 
letter could be added to my testimony to have the record show that 
New Jersey favors legislation which would permit multi guarantors 
to coexist only irx states where specific categories of student bor- 
rowers would benefit from such an arrangement (those categories are 
contained in my testimony)* Toward that end, I support legislative 
language which would allow second or subsequent guarantors to oper- 
ate in a state only after approval by the existing state guaranty 
agency* or its appointing authority/ with such approval based on a 
mutually agreeable proposal and documentation of the need to be met 



I appreciated the opportunity to testify and hope my comments 
provided some insight for the Committee on this critical topic. 

Sincerely/ 

' Richard J t ^nnofcenzi/ Director 
New Jersey Higher Education 
Assistance Authority 



eo 



57 



Senator StaiYoru. Now, we will go to Mr* Carl Donovan, presi- 
dent, Washington Student Loan Guaranty Association* 
Mr* Donovan* Thank you, Mr* Chairman* 

I am president of a nonprofit organization in the State of Wash- 
ington, designated by the State to serve students in the State* We 
were created in 1978 and guaranteed our first loan in 1979* We 
turned around what I felt was a very severe access program in 
Washington State—literally no freshmen or proprietary students 
could get loans* Thirty percent of our loans now are made to fresh- 
men, and 12 percent to proprietaries* It is interesting to note that 
the proprietary figure is at least twice as high as what the enroll- 
ment figures would lead one to believe it would be. 

I would like to share with the committee a few of my thoughts as 
a member on a recent interstate study of the issue tiefore you* In 
an attempt to clarify the roles of guarantors, the National Council 
on Higher Education Loan Programs, NCHELP, formed a commit- 
tee about a year ago to study the coordination of interstate activi- 
ties. The discussion involved several concerns, among which were 
the degree of State involvement in interstate activity, the degree of 
responsiveness afforded lender school students, and the degree of 
security to lenders and others in supporting the guarantee of a 
guarantor and also providing the kind of services needed to ade- 
quately monitor the program* 

We looked at several options. One was to restrict activities en- 
tirely to a single guarantor in a State* This offered maximum secu- 
rity to lenders in that it did protect the guarantor's market; it as- 
sured continued guarantee activity and solvency of the guarantor 
involved* It gave to the State the ability to decide who it would 
have as a guarantor, but it closed off the opportunity for a State to 
designate more than one guarantor, if it felt that more than one 
was needed thus restricting the State in exercising its responsibili- 
ty in actually monitoring the program* 

The second option we looked at was permitting any guarantor to 
serve in any State. This offered, of course, the maximum degree of 
competition, potentially supported high access, and provided an in- 
centive for a high degree of responsiveness* However, it encouraged 
participants to lean on the guarantors to streamline the process of 
guaranteeing loans. The committee felt that this streamlining, al- 
though necessary to a degree, can be easily carried to extremes as 
Bill Paasch has mentioned* 

This competition model would potentially erode a guarantor's 
volume, and jeopardize the outstanding commitments to lenders 
that the guarantor has on its current loan volume* 

It wou Ids usurp the role of oversight on the part of the State by 
permitting any guarantor to come into the State, regardless of 
what the State felt it needed* 

The third option that the committee looked at was vesting re- 
sponsibility for loan delivery with the individual States* It would 
give the States primary responsibility for deciding which guarantor 
should serve its students, including sanctioning more than one 
guarantor This option was endorsed by the committee. It felt a 
sole guarantor should not have sole jurisdictional rights in Federal 
law, neither did it feel that open competition, unconstrained, was 
desirable. The view was expressed in a written set of principles 
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that was endorsed by the NCHELP membership last spring— I be- 
lieve that has been shared with your staff, but I would be happy to 
do so if it has not. 

I strongly urge your serious consideration of the principles con- 
tained in* and actually passed by, this committee. In my opinion, 
the principles reiterate the intent of Congress in its 1976 amend- 
ments to decentralize the program into the States. In my view* the 
role of the State has been overlooked in the debates on this issue 
over the last summer In my opinion, the State has responsibility 
for providing education and coordinating Federal with non-Federal 
4 forms of student assistance. It is a higher authority than the guar- 
antor and has a perspective that tends to go beyond any single 
guarantor. It has a strong interest in access, and it jb acutely 
aware of lender concerns for a solvent, stable guarantee agency. I 
might add that whether or not the State exercises the authority to 
appoint another guarantor to supplement the activities of the first 
guarantor, the fact that it has that opportunity to designate an- 
other guarantor in itself will provide the advantages of competi- 
tion. 

fn response to those — and there are many — who complain that 
the States are not on top of their GSL programs and do not know 
what is goin^ on in the GSL programs. I can assure you that this is 
not the case in the State of Washington. In my experience, lenders, 
schools, and students are in continuous contact with State officials. 
If a problem exists*, they are very quick in apprising the State of 
the problem. They play an active role in assisting the State in over- 
seeing the guarantee agency activity. 

This closes my presentation. Mr. Chairman. I would be happy to 
answer any questions. 

Senator Stafford. Thank you very much. 

Next, we will hear from Mr. Evans. 

Mr, Evans. Mr. Chairman, I thank you and the committee for 
the opportunity to appear before you today on the matter of access 
to student loans. 

1 am Jay Evans, deputy for loans and Federal affairs with the 
Pennsylvania Higher Education Assistance Agency. 

In lWtfti, PHEAA signed an agreement with the U.S. Department 
of Education to act as the State agency in Pennsylvania responsible 
for the administration of the guaranteed student loan program. 
PHEAA s loan program provides equal access for a ll eligible stu- 
dents in all categories, as provided by the Higher Education Act. 
We have our own assured-access program in Pennsylvania. We 
have last-resort or second-resort lenders. 

PHEAA does, however, join those who voice concern that all eli- 
gible borrowers must be given reasonable access to the GSL and 
PLUS/ ALAS programs. It i s recognized that some designated guar- 
antors in other States do not provide full-access loan programs. In 
those cases, establishment of multiple guarantors in such States 
may be appropriate. However, the ways in which additional guar- 
antors may be approved needs thoughtful consideration. 

Perhaps the first point to consider is the law, expressed in 
422(aH 1> of the Higher Education Act. It is our reading of the law 
that its intent was for the Secretary to provide each State with the 
opportunity to decide if it is willing and able to establish a pro- 





gram to perforin t ht* guarantee function and provide students in 
each eligible institution access to a student loan insurance program 
which meets the requirements of the act. If the Secretary deter- 
mines that there is no likelihood that the State will have such a 
student loan insurance program* then tht* Secretary may make ad- 
vances to nonprofit private institutions to perform this function in 
the State, In our opinion* this means that u State should be given 
the first opportunity to decide whether it is willing and/or able to 
provide u loan insurance program to students attending the institu- 
tions within its boundaries. If the Governor suys a State cannot or 
will not provide these services, then it would be appropriate for the 
Secretary to consider assigning the "insurance function to one or 
more other or additional institutions to provide only those services 
not provided by the State. 

There lire additional factors to consider in establishing multiple 
guarantors in a State. A very important area is the potential in- 
crease in defaults. PHEAA has put forth much effort to effect State 
legislat ion that enhances our collection efforts on default. PHEAA 
may garnish wages in order to collect defaulted loans. PHEAA can 
initiate payroll deductions against defaulters in Pennsylvania. 
Over the last 18 months, we spent Si million for prothonotary and 
sheriff fees to pursue defaulters through complaints and judg- 
ments. In July i98:i, a streamlined Statement of Claims, process 
was implemented as a result, of State legislation and will undoubt- 
edly ease PHEAA's expense in this area. It does not seem likely 
that the Pennsylvania Legislature would have been so responsive 
to the legislative and administrative needs of a guarantor who was 
not a Pennsylvania governmental agency. 

Another guarantor would not have in Pennsylvania the same col- 
lection advantages that PHEAA gained through its direct connec- 
tions with the general assembly. 

I have here an August 9 reprint of the front page of a newspaper 
in Harrisburg, where this story was carried, not only in Harrisburg 
newspapers, but all over the State. Headlines, front page: "PHEAA 
Action Believed to be the Nation s First; 2,323 Student Loan De- 
faulters will be Hit with Garnishment. 11 The article specifically 
States that the 1982 General Assembly in Pennsylvania enacted 
this legislaion on PHEAA's behalf. 

I think this is where we are coming from with regard to State 
administration of the guarantee function and the cooperation a 
State guarantor can get with the general assembly. 

Senator Randolph. Could I ask a question? 

Senator Stafford. Certainly, Senator. 

Senator Randolph. Just on the subject matter* and the very dra- 
matic way in which you have brought it to our attention* what is 
your feeling about employees in the Commonwealth of Pennsylva- 
nia working m State government positions who have not repaid 
their loans? 

Mr. Evans. Senator, we had in the past legislation that permit- 
ted the firing of State employees who defaulted* and we have legis- 
lation on the books now which does permit us to in effect garnishee 
wages of these people. We have an arrangement with the State to 
deduct 10 percent from these employees wages toward repayment 
of the default. There was from 1078 until 1982 a law in the State 




which said that one cannot maintain State employment if in de- 
fault on a student loan. However, we have pushed strongly and suc- 
ceeded in replacing that for the 10-percent legislation with payroll 
deduction in this area. 

Senator Randolph. I commend you. 

Thank you, Mr. Chairman, 

Mr. Evans. Let me close by stating PHEAA f s position— and I 
would like to make this very clear, PHEAA's position is not to pro- 
hibit a guarantor of loans in a designated State from guaranteeing 
loans in other States if the other States have no designated guaran- 
tors or if the designated State guarantor does not offer a full access 
program. However, the designated State guarantor should be fore- 
warned of the intent of the Department of Education to permit 
multiple guarantors in a State, and should be provided with the op- 
portunity to expand its program to a full-access program before 
multiple guarantors are approved, or to gain a full understanding 
of the other guarantors' program to aid in dispelling confusion 
among program participants. 

PHEAA is seeking support for legislation that will accomplish 
that goal. 

Thank you. 

Senator Stafford. Thank you very much* Mr, Evans. 

Now* with Bome parochial pride, which my friend* Senator Ran- 
dolph understands, we will listen to Mr. Ron Iyerson of Vermont, 

Mr. Iverson. Thank you, Senator Stafford. It is certainly a pleas- 
ure to be here, seeing you once again and testifying before this dis- 
tinguished committee. I do not have a prepared text, 

I would like to begin my testimony by quoting a particular Sena- 
ton whose q iOte I think you will recognize: It comes from the 
August 2, 1983, Congressional Record, and it is a one-sentence 
quote. "I do not believe that outside guarantors should make a uni- 
laterally determination that services and access provided by a 
State agency have been inadequate, and then enter into business in 
that state without some determination by the Secretary of Educa- 
tion,, and the Governor that access has been, in fact, inadequate/' 

Senator* that is your quote, and I would like to direct my testi- 
mony to why I support that particular statement. 

Vermont provides complete programs of financial aid through its 
State agency. We have full services statewide to Vermont residents 
and to anyone else wishing to study in Vermont. We have full 
access to guaranteed student loans, to PLUS loans* and. ALAS 
loans. In facL we offer our law schools better access than HEAF 
and LSAAP. We will guarantee a loan to a part-time law student, 
and we will guarantee a loan less than $1,000 to those students, 
which is not the case for the HEAF/LSAAP program, 

In other areas, we offer debt management counseling. We have 
an extensive pre-claims staff that interfaces between our lender 
and our student to prevent defaults. We provide numerous bro- 
chures, folders, et cetera for student better understanding of Ihe 
then debt and for storage of important papers* plus issuing one of 
the most comprehensive guides to vocational programs and schools 
in the country where our students may take not only loans but also 
our State grants, 
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We have WATS lines. We hove had more than 1,000 colls in 1 
day. We provide seminars for high school guidance counselors, 
social welfare counselors, vocational rehabilitation counselors, Viet- 
nam veteran counselors, and particularly, at every high school, we 
provide a seminar in the evening for parents and students, where 
we go through the financial aid process, explaining not only what a 
guaranteed loan is* but what a Pell grant and other financial is> 
how they apply, and what their eligibility is apt to be. 

One particular area that I think is important is our program in- 
tegration. I will give you one example. When a student loan guar- 
antee comes into our office* we automatically run that guarantee 
through our data system, and when we spot a student whose family 
income is low an example may be $12,000 with no Pell grant, no 
State grant* and a $2,500 loan request, an immediate contact is 
made with that family by one of our outreach counselors to start 
the process that will enable them to qualify for their rightful Pell 

Sant, their State grant, and in all likelihood, reduce the amount of 
an they were initially willing to take to finance their education. 
You may ask, "Why do you do these things?*' We do these things 
because we are responsible to the public. We are a public corpora- 
tion, created by the legislation. 

The second point I would turn to now is what effect will multiple 
guarantors have in Vermont? I am going to relate only Vermont, 
since I tfcunk my colleagues certainly have covered what is happen- 
ing in their States. 

First and probably foremost, 1 have to ask the question: Will 
there be public accountability? We are accountable to the State leg- 
islature, to the Governor and to the people of Vermont. Our meet- 
ings are open to the public. Our books are op^n and our minutes 
are open, by law, and we are audited by State auditors. The HEAP* 
LSAAP program in Vermont is only accountable to a private board 
and does not come under any public scrutiny in our State. 

What better services would be provided to the public through 
multiple guarantors in Vermont? We would add more confusion; 
mail order loans are only one example. We have had experience 
with the F1SL program in our State and found it totaly unsatifac- 
tory. You would see a decline in our ability to counsel students and 
more difficult repayment for students would occur as they went to 
multiple lenders. Certainly* we would see higher defaults. As I 
mentioned, students would have higher monthly aggregate pay- 
ments due to multiple lenders. 

Local lender contact would disappear. I think it is important for 
the Congress to realize that in the State of Vermont there is 100 
percent lender participation in the guaranteed student loan pro- 
gram, with a trained student loan officer in every bank and 
branch. There are 125 banks and credit union employees who, on a 
daily basis, assist us in the administration of the GSL program, 
and they do it at no expenses to the Federal payroll. When we no 
longer issue the guarantee* these people will no longer be adminis- 
tratively supporting the program. This was very clear when they 
asked us in 1971 to either reinstate our guarantee process, or they 
would discontinue participation in the direct Federal insured loan 
program. 
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We report ull our loon guarantees to a credit union to insure 
that students, when they graduate from college, do not overburden 
themselves with additional debt, I am not sure that will happen 
with another guarantor. 

I would have to raise this question: If we perform a lender 
review on one of our banks and find that they are not performing 
with due diligence in the collection area, would they be able to go 
to another guarantee agency and say, "I wish to guarantee my GLS 
loans with you* because you will not question whether or not I 
have adequate due diligence and repayment efforts**? 

I am sure HEAF and a Citibank may benefit from their econ- 
omies of scale, but erosion of all our smaller size lender participa- 
tion will occur* which will be a disservice to the people of our 
State. 

I will close by saying that overall, we must ask the question: 
Does uncontrolled proliferation of multiple guarantors serve the 
public? I do not believe so* and I think when the committee investi- 
gates the issues, they will not believe so. We would prefer and sup- 
port legislation in this area. 

Thank you. 

Senator Stafford, Thank you very much* gentlemen. 

We are running out of time, but there are some questions that I 
would tike to ask* and Senator Randolph may have some* also. 

It has been suggested that the principal reason State loan guar- 
antee agencies are concerned with the proliferation of extraterri- 
torial guarantee arrangements is that many of the State agencies' 
best loans will be, to use a word, "creamed" out of the State, Do 
any of you see a problem with the "creaming" of loans, and if one 
of you could answer, and if others disagree* respond; if not* maybe 
one response would do, 

Mr, Donovan, I will take a crack at that one. 

The higher balance loans are less expensive for a guarantor to 
service* The "creaming/* in my opinion, is the targeting to higher 
balance graduate loans* law school loans,' and medical loans. Those 
loans are more cost efficient for us and enable us to put more effort 
and resources into our smaller loans made to freshman. So t from a 
practical, financial support level, I have problems with creaming, 

I have another philosophical problem with creaming, too* If we 
guarantors compete for those kinds of loans* then we will start 
making it easier for those individuals to get loans without having 
to go down to their local bank; they will simply mail in the form 
and get the money. In my opinion, that is not a good introduction 
to the lending and borrowing process* Borrowing under the GSL 
program is quite an education in itself, and gives the student an 
experience that will be valuable in helping him/her a4just to eco- 
nomic pressure after college* 

So, for those two reasons, I have objection to c r eaming, 

Mr, Iverson, Mr, Chairman, this point was a major reason why 
the Vermont banks are willing to provide an ALAS loan, defer in- 
terest, and accrue it. Earlier panelists said something to the effect 
"We know we are losing money on that particular loan"— but be- 
cause of the higher loan that usually goes into that portfolio, Ver- 
mont lenders are willing to make the unprofitable loan due to their 
ability to also make the larger balance loan and retain it* 
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I think if we skimmed off those loans from some of our small 
banks, like Randolph National, that has 8 percent or its assets in 
student loans supporting the Vermont law school, that they could 
reevaluate their commitment to the GSLLP, 

Senator Stafford, If there is no further comment on this partic- 
ular question, let me ask you this one. Do your States act as lend- 
ers of last resort* and if not, why not, and if you do* why; and how 
could the capacity of States to act as lenders of laSt rescrt be im- 
proved? 

Mr, Paasch? 

Mr, Paasch, Well, in Utah* we have good lender participation, so 
that at the present time, we do not need a lender of last resort pro- 
gram. We had proposed a lender of last resort where the State 
would become a tender of last resort, 6 months ajjo, and it was left 
with the idea that if there were any students being denied access, 
we would immediately put that program into play. But at this 
point* lender participation has been such that we do not need one. 

Senator Stafford* Is there any further comment on that particu- 
lar question? 

[No response,] 

Senator Stafford, If not, one final question. What restrictions do 
lenders in your States make on student loan customers beyond 
those in Federal law? 

Mr, Iverson, In Vermont, we make no restrictions* Senator, Any 
student who is enrolled or accepted to enroll in a school is eligible 
for a loan; any student who is studying in the State of Vermont 
from another state is able to borrow through our program. 

Senator Stafford, Further comment* here? Is there agreement, 
generally? 

[Panel nodding affirmatively,] 

Senator Stafford, All right. Thank you, gentlemen* very much, 
indeed. 

Senator Randolph, do you have questions for this panel? 

Senator Randolph, Mr, Chairman* in a sense, I wish to make 
this personal reference to you and to myself. I was active in mat- 
ters of education during my service of 14 years in the House of 
Representatives* I know that you also were very active, I was elect- 
ed to the U,S, Senate in November of 1958, I did not wait until 
January of 1959 to be sworn in* because I was to fill an unexpired 
term, I remember at that time* that just a month before* if my 
memory serves me correctly* legislation was signed into law in Oc- 
tober of 1958, starting the national defense loan programs for stu- 
dents in this country, 

I will want to be correct* but if memory serves me* I at that time 
was looking at what had been done just a few weeks before I came 
into office, I know you came a little later into the Senate, But 
during our time in the House, both of us* we were concerned with 
this problem, and since* we have tried, with other Members of the 
Senate and House, to be well-reasoned in what we do. We must be 
very careful, of course* to not in any way break down the programs 
under the acts that are upon the books. But we also have* I think, 
a very real reason for a commitment to making it possible for as 
many students who are in need of funds to be able to borrow those 
moneys. I think any of the panelists of today— we are not on differ- 
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ent sides, aw I h>ok at it, although there are approaches that are 
different— but 1 think you would agree, is that not a primary con- 
cern of all of you, to provide those practical and reasonable pro- 
grams where those who need loans are able to receive them? I will 
not give the name, but I have followed the career of a student, a 
young woman, who received aid. If she had not had that aid, she 
would never have been able to be a student in a college or to later 
graduate from that institution. Then, she went into her schooling 
in law, and had it not been for that loan provision, there in a spe- 
cific way in the Commonwealth of Virginia— I will not go into the 
agency that helped her— she received additional loans. She is now 
in the practice of law. It would not be right, perhaps, for me to say, 
but she is recognized as an attorney of stature in the Common- 
wealth of Virginia. I knew this young woman, Mr, Chairman, and 
she never could have had this opportunity without the aid that has 
been given through the Federal Government and through the loan 
processes which are not questioned today, but which are a part of 
the dialogue that we must continue in this matter, 

1 am so conscious now that in the State of West Virginia — and I 
will ask staff to give me the exact number— we have 65 institu- 
tions, universities, colleges, proprietary schools, all types of schools, 
but 6ii institutions, where students are now enrolled as we begin 
this yenr. And there are approximately 15,000 loans that are en- 
abling students to be, in varying numbers, in attendance at those 
05 institutions of learning. I think this is a tribute to a part of 
America that sometimes we overlook, when we do not give some- 
thing to someone per se, but we encourage someone, and that indi- 
vidual young man or young woman are enabled to commit them- 
selves to the processes of learning and then to better serve not only 
themselves, but the country of which they are citizens. The GSL 
program is not a grant but a loan— not a giveaway, but a helping 
hand until repayment can be made to the Government, 

1 just want this to be a part of the record today, a testimony to 
what, in this instance, at least, the 'Congress wisely proceeded to 
do, and the good results that are now following those actions. 

Thank you. Mr, Chairman, 

Senator Stafford. Thank you very much, Senator, I heartily 
agree. My recollection is that half of all the students who go to col- 
lege in Vermont do so because of the array of college assistance 

firograms of which the guaranteed student loan program is the key. 
n my State, like yours, this program is very important, 

I want to thank this panel for joining us this morning and help- 
ing us in the difficult task we have assigned ourselves. We appreci- 
ate it very much indeed. 

The final panel this morning will be Dr, Oswald Bronson, presi- 
dent, Bethune-Cookman College, Daytona Beach. Fla,; Mr, Jules 
Rosenblatt, president, Education Centers of the National Education 
Corp,. Newport Beach, Califs and Mr, Bruce I, Zimmer, executive 
director, Law School Admission Council, Newtown, Pa, 

Once again, gentlemen, thank you for being here. You have twice 
heard me comment on the stop-and-go system. Your full statements 
wil! appear in the record as if read, and we will go in the order in 
which I announced you. which means, Dr. Bronson, you are first* 
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ST \TKMKNT OF I)It. OSWALD l\ HltONHON* PRKSIDKNT. liETII- 
LlNK-COOKMAN (OlXKCiK, DAYTON A 3KACU. FLA,; J HUM KO- 
SKNliUVTT. PRESIDENT- EDUCATION CENTERS OFTIIK NATION- 
AL EDUCATION CORP.. NEWPORT HEACU. CALIF.; AND BKUCE L 
ZIMMEIt, EXECUTIVE DIUECTOlt, LAW SCHOOL ADMISSION 
COUNCIL, NEWTOWN. PA, 

Dr. Bhonson, Thank you. My name is Oswald P. Bronson, presi- 
dent of Bethune-Cookman College in Daytona Beach, Fla,. and 
Bethune-Cookman is a member of the United Negro College Fund, 
which I am here today representing. 

UNCF is a nonprofit fund-raising organ Nation providing services 
to its 42 member institutions* all of which are private, fully accred- 
ited, historically black colleges and universities. Approximately 45 
students from virtually all 50 States attend UNCF institutions. 

The Citibank higher education assistance foundation assured 
access program has been responsible for a notable increase in the 
participation of black students at UNCF colleges in the guaranteed 
student loan program. In the academic year 1979-80* only 4 per- 
cent of UNCF students were receiving these loans. This proportion 
increased to 9 percent in 1980-81 and 21 percent in 1981-82, With 
the advent of the Citibank HEAF program in 1982-83* the trends 
in GSL participation have begun to change dramatically. In just 
the first year of the program, with alt of the problems of introduc- 
ing a new program, 5,627 applications were received from 41 of the 
42 UNCF member colleges, which represent some $10 million in 
new loans. 

How does the program work? Very simply, it converts a bank* 
based program to a campus-based program. Instead of going to a 
local bank, a student obtains an application and brochure from his 
or her college financial aid office. The applications are completed 
by the student and college and sent by the college to the United 
Negro College Fund for review, UNCF forwards completed applica- 
tions to Citibank and returns incomplete applications to the col- 
leges for correction. After Citibank completes its portion of the ap- 
plication* the guarantee agency* the Higher Education Assistance 
Foundation* reviews the application according to its procedures for 
guarantee. Rejected applications are returned to the student 
through UNCF, For approved applications, upon the return of the 
signed promissory note sent by Citibank to the student* Citibank 
disburses a check to the college financial aid office for delivery to 
the student. 

Now, under this process* 98 percent of the applications for GSUs 
were ultimately approved. At Bethune-Cookman, prior to the Citi- 
bank program, only 25 to 30 percent of the students* applications 
were being approved. 

UNCF's role ensures that applications are correctly completed by 
both student and school, After only the first year of the program, it 
is clear that a number of UNCF colleges are already relying on 
this program. At Wilbur Force in Ohio, 51 percent of the students 
had loans approved under Citibank program: at Barber Scotia in 
North Carolina, 53 percent — and the record goes on and on and on. 
My own institution, Bethune— Cookman College, had 19 percent of 
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its total student body receive loans under this program lost year* 
and we expect the [Jercuntagu to increase substantially this year 
The Citibank-HEAF program has managed to solve many prob- 
lems associated with loan participation that posed serious obstacles 
to black students prior to its existence. Very simply, many students 
could not gets loans from local banks. Students such as those at- 
tending UNCF colleges come from low-income backgrounds and 
were considered to be poor credit risks. Local banks were also un- 
willing to grant loans for students from out-of-State and placed 
many restrictions on loan applications. These applications created 
a most discouraging situation, especially for families who do not 
possess financial status and who come to the situation intimidated 
by the prospect of filling out forms and negotiating with bankers. 
Now, with the bank barriers to getting student loans, the effect of 
these obstacles was to discourage many students from enrolling in 
college at all. 

Now, this loan program has meant a great deal to many UNCF 
colleges. Since percent of students that apply through this pro- 
gram would eventually get this kind of loan assistance, students 
are still able to enroll in college even though their loan applica- 
tions may be pending. Clarke College in Atlanta submits that only 
100 of its students were participating in the GSL program before 
U)82-8,'i. But then, after the advent of the Citibank involvement, 
1,300 of its students a re now receiving this kind of aid. The amount 
of loan moneys was thus increased from $100,000 to $500,000 as a 
result. At my college, our loan applications increased and were at 
least tripled. 

Thank you* sir, for giving us this opportunity. 

Senator Stafford. Thank you very much, Dr. Bronson. t 

Mr. Rosenblatt, we would be pleased to hear from you. 

Mr. Rosen blatt. Thank you* Mr. Chairman. 

My name is Jules Rosenblatt. I am the president of National 
Education Centers of Newport Beach* Calif. As a member of the 
board of directors of the Association of Independent Colleges and 
Schools, AICS, I appreciate this opportunity, with the assistance of 
William Clohan, our general-counsel, to present to the subcommit- 
tee AICS' concerns regarding vocational student access to the guar- 
anteed student loan program. 

Proprietary schools over the years have been eminently success- 
ful in training and retraining America's work force. The guaran- 
teed student loan program is needed to allow these students to 
attend postsecondary institutions. Indeed, it io needed to assure 
that students have the right to choose the postsecondary institu- 
tions of their choice and the programs of their choice. 

Over the years, the GSL program has been a growing and dy- 
namic one. Congress has changed from time to time the incentives 
to lenders, guarantee agencies and secondary markets in order to 
make these systems more workable. The system is, however, sub- 
ject to marketplace reactions not always contemplated by Congress. 

Access to the GSL system is and must be the governing cons or- 
ation. During the recent past, program accessibility for the guaran- 
teed student loan program has been improving. However, there are 
still many problems that are faced by college freshmen and voca- 
tional students. For example* many guarantee agencies and banks 
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are unwilling to make loans to first-year students. Without that op- 
portunity, a student very rarely can go on to his second or sopho- 
more yeur. Recently, the National Commission on Student Finan- 
cial Assistance published an interim report that indicated that vo- 
cational students pay more out of their own pockets for their train- 
ing than other postsecondary students. There is currently a loLLow- 
up study being done by the National Commission on the rate ol 
turn-down for vocational students in the GSL program. 

The New York Higher Education Services Corp., in July of this 
year, indicated that many New York banks are only making loans 
to 2-year degree students. Chase-Manhattan Bank, in recent testi- 
mony, indicated that they would also only make loans to 2-year 
students, their concerns being purely financial and economic. 

What happens is that large loans are more profitable Tor the 
lenders to make. Handling of an individual loan by an institution 
is the same regardless of the size of the loan. Secondary markets 
generally want higher loan portfolios, and so they, too, tend to dis- 
courage portfolios that contained small loans, loans that normally 
would go to vocational students. 

From time to time, individual lenders need to balance their port- 
folios between guaranteed student loans and other consumer loans 
such as automobile, home loans, and home improvement loans. 

And finally, State agencies occasionally impose regulatory re- 
strictions or conditions on loans that they will guarantee. Recently, 
the Congress forthrightly dealt with this problem in the btudent 
Loan Consolidation and Technical Amendments Act of 1984. In 
that act, Congress provided that discrimination by lenders in qrant- 
ing GSL loans was not to be allowed. 

State legislatures also impose prohibitions that make accessibil- 
ity to loans very difficult for vocational students. These problems 
occur in States like Georgia, North Carolina, South Carolina, occa- 
sionally in Arizona, Texas, and Alabama. For the most part, the 
Statt guarantee agencies have done an excellent job in providing 
access to the GSL program to vocational students. But the problem 
that we have is the problem of accessibility, and we consider that 
the highest concern for the program. 

The attitudes and policies in some State agencies impede accessi- 
bility, contrary to the intent of Congress. We suggest that the pro- 
posed amendment will add a bureaucratic barrier to the process ot 
granting guaranteed student loans that will further impede access 
for vocational students. . . 

We feel that there is an immediate solution to this promem. 
AICS suggests that Congress maintain the status quo. The reau- 
thorization of the Higher Education Act is pending. Until that re- 
authorization, AICS suggests that the activities of the national non- 
profit guarantee agencies and the national lenders be reviewed, but 
that they be continued. Let's see if they are creating problems. The 
followup study by the National Commission on Student Financial 
Assistance will be available for review before reauthorization. AiCb 
feels that the Congress will find the national agencies, both the 
banks ^od the nonprofit guarantee agencies, are performing a very 
useful function in providing access. Aad the highest objective 
should be accessibility. ^ \ 
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AICS recommends that as part of reauthorization, a guaranteed 
access program be developed so that all students would have access 
to the GSL program. 

We feel that with this approach, accessibility to the GSL would 
be available to all students. 

Thank you. 

Senator Stafford. Thank you, Mr. Rosenblatt. 
[The prepared statement of Mr. Rosenblatt follows;] 
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STATEMENT 



JULES BlOSEHBUlTT 



Mr ♦ Chairman* Kemb<»r& of the Subcommittee on Education. Art* and 
Human 1 t its . Hy name ie Ju les Rue enb lat I . Pr tr* ident of the Nut iena 1 
Education Center* of the Natior.il Education Corpoi at ion (NEC). Ah h member 
of the Board of Directors of the Association of Independent Colleges Atlt * 
Schools (AICS).l appreciate the opportunity c 0 repru<unt /.res rugard ins 
access by vocational students to the Guaranteed Student Loan (GSL) program, 
l/ith m* is William Clohan* Jr* Genital Countd lot AtCS* 

The Aasucimion of Independent Colleges and Schools i» ff» association 
of i81 diverse business schools and college* and another 210 branch campuses* 
Gut institutions range from business or specialized schools offering 
training of up to one yeir in length* to junior nod senior cclltgts cfiering 
rrcngnizt^ i,*n-ciate and baccalaureate degrees. There are an estimated 
4!u>000 students enrolled in these institutions represent rng J broad range 
of inccire and racial backgrounds. Appro* inat vly SOI of the AlCS-ac credited 
ins t itut tor** are taxpaying business ccrporat tons ♦ The ilatioral Education 
Corporation owns i*7 schools nationwide . enrolling approximately 2O.Q00 
students in res iden pregriu.6 ♦ 

Private vocaticr.a! institutions or proprietary institutions have been 
particular!} successful in training, j^d retraining workers tc provide 
skills for today's job market . This responsiveness to changes in 
technology in the marketplace is tot only an objectives it is a rattei of 
survival to the ins t-ti r i ict* The hi^h plac.tiM.-tt latt-s for our 
gr^duits* . over GOT , evidences eur ins t itut iut£ success ♦ Th* Guarantied 
£tudert Loin prograr is v:toll> important to all MCS ins t itt t iets . With- 
out ade<iujte f.cces* te GSLs* it is dcebtful that cany of Our Ptuder.ts could 
afford to attend post s«conda ry irs ti tu tions ♦ Certain \ y t their r ight to 
choose the t^P* of instuut lot and program they uar.i would bt fcriatly 
d iicinis. cd r 
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THE GUARAWTLEl* STIfDKNT UiAN PKuCRAM IS A GROWING AKD DYUAKlC PROGRAM * 

The CSL frnfirait htt matured atncc it* enflt'tmtfnt in 1565* and lh<i lc*a 
volume hae incrtusi-d creicendout tv (idee 1976 alone* The GSL system ip 
complex jiTf 1 cimtifi LnK though* «nd Le baa <id on nume tons incent iv* s to 
Lenders, ^uarantet Agencies and secondary market*, The number of partici- 
pants in tht synttm trcukift the lending pmccsb precarious and subject to 
lurkctFlact reactions vhich cfcen are untxpecc ud by Congress Because toac 
acc^sa depondt, PrLBinrily on cturd-party private enticies and nut sovetnmcnt 
ii^r.eift , Cttigti 1 !;* reeds to regularly revtev tho prograp, to ensurr thct it 
ls ptoviiitr£ lo^n Access Co the intended beneficiary — che gcudencs* We 
connond the SubcomxHt t er for holding this hearing to revifv the access 
truest ton . 

The IrSLslalicf history of the CSL pre-gcau evidences a desire by 
ConRrfft to protnotij stability and locr. availabilicy in tht program* 
Tht* In?: icr^ditenth to th<i Higher Education Act tKEA) established the 
Student Lu^r "arkeLLng As^c iat ior. (Snllif Kao) to provide' a jtoucce cf 
mcr,i*ir\ r^rkei capital tc be used to putcki^r loans fror thv priwety 
lenders. Tht 1976 amendments sought co dimmish tl.e federal &cvertm.er,c s 
tele une'et the FlSL PtoBrac ard increus* the role of the $catc loan 
jSrr.Lipj , Incentives wect provided to vntice and encouragr thesf states 
ret thtn participating tc beccce in\cl'ec". *iU 19EC amendment s s£v tht 
Ctr^r* j !f i rt^ecc a PccposCd rat *nti^l student lo*r bank and > ins tvud , an 
rffcrt (.af r-ti, t u sttetgthen tht existing prc^ri,c structure. Eallie Kae 
h -vis sutsequenely retroved frcti icces»s to the Federal Financing L^nfc CFFTi. 

L relate this britf history of the ptograr in order co $rcu that it is 
^cnstantly changing Protr^r ;rd sheuld ccntir.ee to b* so long 35 [hose 
threes enhance loan access fcr all students. civ$n th* irjny chtr£*s ubict. 
I*** ,- e occurred during tht pest Hfvelal years in tht financial ccnturity h 
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particularly regarding mt erst at v banking* the Congress oust remain op*n to 
nev vays of delivering the product loans to the consumer — student** 

ACCESS TO GUARANTEED STUDENT LOANS. AND STUDENT AID IN GENERAL, IS LtHtTED 
FOR VOCATIONAL STUDENTS * 

The success of the student loan program is evidenced by the tremendous 
increase in luai. volumv provided sturier.ts throufchout the country. Thin * 
inctvaFo has orcurred during q. time of hith interest rotes and in spite of 
increased costs to the students for obtaining the loan* such afl the 
imposit ion of an crimination fee i° 1981. Despite this success, though, 
there exists throughout the country many locations where access to a CSL is 
difficult to obtain or totally ncn-exUt cat . particularly for the 
vocat icna I school student . 

In restimony before the Natier.aL Comoistien on Student Financial 
Assistance UjCSFA) Ln January. 1 983 * Department of Educat ion Comptrol J er. 
Ralph Clmo. stated that Certain categories of students, particularly 
vo cat icna I and col lege freshman . arc beginning to expef tenet di f f Leu It Les 
in obtaining loans until they complete their first year of school/* Ke 
goes on to state that 

fl if students cannot Set lotos until treir sophocore year, 
ta*ny of tl:ec tray never be able to =a ^e it thrcufih their 



freshen t v ear + And while not everyone can benefit from a 
college education* cost can benefit from some form of 
vocat Lena I or techn ica I oducat ion ♦ Indus try needs ski 1 led 
technician*. Traditionally, students attending vecational 
schools toee frotr lower tnccte families and need financial 
assistance to go to school- As oost vecationol programs 
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art* one or two yvatfi in duration, theBv student* vitl not 



have sufficient averafce indebtedness to lenders or 



secondary market servicing costs economical ly viable*" 



Tht statement by Comptroller Olsio concisely and forcefully presents the 
problems experienced by potential proprietary student borrowers, In 
General, student* who choose to attend proprietary inat itut ions for thuir 
pest secondary education or training art: likely to De * n need of financial 
assigtacce* but may bt- the least likely to receive it. 

K recent interim rvpprt issued by the National Como;i»» ion Student 
Finantial Assistance (NCSKA) on St-prember 7. noted that students preparing 
dt a proprietary institution for a vocation ate often ke^vily dependent on 
loanj but fait? financial alternatives becau&ti of limited availability 
to thetn of c,iutputi*"t*iaed , state and institutional funds. 'These students 
c^ost J dtS det'pec" intn saving, vork in part-tine jobs or sacrifice 
financially to a much Greater deGrve than those enrolled in othet more 
traditional sector* ef postsecondary education. 11 Tht* Commission ' s report 
fas basid en fitdinKs c£ study it cenducted to exocrine the 
character ist its cf prt.fr i* tary schoc 1 students rtcet vir.E f intincial a id . as 
w- n$ aid packagtf received in patterns of distribution. A follow-up 
study has been begurv by NCSFA to foci.B on potential vocational students 
uhose loan applications have been rejected to determine the reasons for 
that rejection and the likely impact on the apPlicstts* educational and 
carter plans. ..-.v rciaLion will be available riirly next year and can 

be utcd durinE reauthorization cf tht Hi^hrr Eticc^ri^n ^ct. 

A study released by the New Yocfc Higher uducatiot Services Corporation 
July. identified a significanL mimbvt of financial inst i tur ior.s in 

Hew Vork uho uculo net r_ake loacs to vocational school students or 
restricted their loans to anyone noL in a two-year decree prcgrau h Cha&t 
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Hanhatten Ban*, one of th« Ur B *-t lenders i" the GSL proBrar nationwide, 
refutes to dike loans to students in courses of Us* than t%o year* in 
length. When questioned about thii policy bufore the House Subcommittee on 
Postatcoodiry Education in Kay, 1983* a senior reprc**'nt utive of Cho**' 
Hanhatien was very fortbrisht in his statement that Chase policy was bartcd 
on pure eton^ics - small loan, to student* attending vocational pro 8 rar,s 
do not produce a sjfficicnt finaneial return ta justify the e*pense of 
administering thoie loans. 

THERE ARE KAttY AWD DIVERSE REASONS ™[Y VOCATIONAL SCHOOL STUDENTS AKE UNABLE 
TO FtHD CSLs IH CERTAlK AREAS OF THE COUNTRY. 

The follovinfc are the primary reasons t*hy there is not total access to 

GSLs: 

o Lenders can reap.hiSher returns on larger student loans* since it 
alffost cons as much to administer 2 si-all Loan as il doss to handle 
j large cne. 

o Related to the first rcason> secondary carets arc generally more 
interested purchasinB loan portfolio, which have hifch avetaB* 
loan indebtedness , 
o Individual lenders cry to balance their loan portfolios between 
student loans, hoate Inane * automobile loans and ether consumer 
loans and tbeir policies chtn&e drastically from year to year, 
o State legislatures impose prohibitions which adversely affect 

Lending to certain types of stwdents* 
0 State agencies impose regulatory restrictions or condicions or, 
the types of loans they will guarantee or purchase in the case 
of accendary markets. 
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The current l*fc provide*' for hii adainistr^c ive allov*m:u to be paid to 
a lender subsequent secondary market purthasrr based oti the principal 
ftciputa of the loan . No conside ration is made in the lew for ch* fat c that 
ic tests approximati-ly che sate acoura fer a lmdet f>r Another oncicy which 
administers che loan to administer a $5,000 loan a* it does for a $2*500 
loan. Let me give you an example iv t-nFlain pry point. If a lender hod 
$5,000 to loan and three borrower* cage to that lender seeking Lours , one 
Person for $5,000 and the other cvo for 52.500 each, the lender would much 
prrfer co pake the one $5,000 loan chan he vould to make che two 42,500 
leans. That decision has become a business and financial one for t'- 6, 
lender. As a policy matter which Congress must considet. the lav should be 
js neutral si possible in creating inceiuivfs or d Lame entires which irsy 
£u*vfT^*>U- impact the access z. certain type of student has to the loan 
prograc. 

Ln a similar manner, when d secondary n-arkec purchaser buys a 
pcrtfrlic ef tt.ins fropr Che prLnjity Irrder. it receives ic£ adirini f rrat i ve 
allowsrci bastd ft' -he average sii(- cf tht irdividual letns in that 
prrcfolu*. Therefore* tt is al$c ctore ir.cliutd to purchas* porcfolios 
which have larlte leans in the portfolio. These decision* are basvd upon 
pure financing ctni id f rat iona . ASain. Congress mist address thfc policy 
Laauf . 

In i°79 in Arizcra, a CSL access crisis dcvelo|.ed when the two lar^t^t 
terders in the state decided nut to take J^V pier* loanu to vocational 
school students becaust- it made che c^eraiip lo.-uj in their portfolio tco 
sail I to pake those loecs attractive co che Setcndary tpatVet purchaser. 
Thankfully, Sal lie Mae wcrked cut a spuciol agreement with the Ariienr hanks 
tc ftTis^re thot those loins wouid Turchastd and vocati^T^l sctcul 
frtuduptS vou?d h^ve cent ir.ted jc.eti,. 
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Id Florida last "/vat, a decision eadu by a bank to terminate 
lending tc vocational school student & because ita loan portfolio was 
unbalanced *ta rompa.i'd to otWr types of consumer loans ♦ Thii bank, at That 
tine, made &*Z of the loan* in the ttatef* Ac the laitt minute ■ a conapTtittar 
of bank* aSreed to make loans and now there is not an access Problem lh 
Florida* However* the Florida problem points out the transitory nature of 
lending politic* nod the potential adverse impact they can huve on 
srudentt . 

Although the Guaranteed Student Loan Program Ls technLcslly a federal 
program-, the law gives a great deal of latitude to the states to establish 
their ovo statutory and regularory scheme f 0 r imp lenient Lng the Ufc, ^hile 
this frxarpl*- cf fi'Ui t alitir has been successful to some extents it has also 
loft gap* in the availabilLry of loahs for cectain types qf students* f 0 r 
example^ in the stare of Horrh Carolina access to the GSl prograc. is less 
thar. totsl, Thecefons an AlCS instirutiott is Jtow trying to become an 
eli&ibte lender under the program to serve the needs of their students* 
However! the state guarantee agency baa inforccd them that The state law 
prohibits schools acting at lenders. In reading the state srargte there 
teems to be no pcohibit ion per se against an institution becoming a lender. 
At the most! then* is a limitation on lenders from which the state loan 
authority say acquire student obligations from thi- proceeds cf revenue 
bonds. Cf more imporrance * however ■ is the fact that the federal Law 
(Secticr, 426a of the Higher Education Act) explicitly prcvidts that ** * 
condition for the state guarantee agency to have 1001 reinsurance* it oust 
provide f<?r the eligibility of elx&ihte iusr irut iofcs as Seders under 
rt-atcnable criteria unless there is a state eonstirut iof»4l prohibition. 
The sratc aurhenty fteely admits that theit prohibiticn is statutory ar.d 
nor const i tut iunai . 




ERIC 



76 



Recently, ve were notified by a college in Alabama that * lirSe 
i*v inSi and loin would no lonBer lend to students attending theit college 
because "restrictions plnced on us by our secondary market service make it 
timet t impossible to sell thesi 1 loam . " 

In GeorSia. many vocational students do not have access to CSLs and no 
Lender of last resort Pregram ii available* Hot is there a state secondary 
ttatkot and the Georgia ogency hes not cooPleted sn agrcerorvt vith Ealliv 
Kae for SULA to serve as a seondaty narkot in the state. The suite loan 
Agency aUo seeks to prevent out-of-state banks fro* cc&it:g into the state 
to cuke loans to eligible needy students. 

In Texas, test tenders v hc arc participants in the state oBency 
program tf.viG vill not cake leans to studenr* who arc not in ac le^st v 
tvo-year ccadeciLC progran. 

You atv quit* f ate i liar vith the regulations itnp IcTnentfnd tfcLs year i° 
the Comrori^catth of Kentucky vhich efiettivcly Prevent loans froo-, being 
nade t<j sti.dents vho attend institutions or who try to borrov from 
firatitial institutions which have "aggregate default rates" in excess of 
iSl cr 101. Nev student lean applicartu are treated as a class and not af 
individuate ur.tfer these regulations and the students are therefore denied 
fccest tc rte CSL program by the active of the state agency. We comtepd 
Lre ConSrcr.; for dealing *ith this probler. fertbr i^tt ly in the Student 
Locn Consolidation and Technical JxerjJtcntB Att rf 1 9E3 ^ Although we nt^ 
still qu ite concerned about tbt inequitab Lc treatment of spec if ic students 
in Kentucky, ve appreciate the passage cf the settion in the vhtcfc 
pr^vorts discrimination by tenders* if they sell that loan paper to * state 
agency which usts tax exempt bor.d capital ■ based on the length of the 
proSrcK. the year in school *f that student, or th* type of in* tittitioc . 
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NATIONAL NONPROFIT GUARANTEE AGENCIES AND NATIONAL LENDERS SERVE AS AN 
ESSENTIAL LEADER OF LAST RESORT FOR VOCATIONAL SCHOOL STUDENTS ♦ 

We understand that member* of this Subcotwi t t ee ire coneidcrilig an 
amendment to current taw which wcN prevent national nonprofit guarantee 
agencifb and Unders front serving as Kuatanlorp fl f|j Lenders if the fctatv 
loan guarantee agency obji'cttMl tc tl+t- guarantee of loan* by such * nun" 
profit private institution or organ tret ien and the Secretary of £dWaticn 
upheld that objection. The Association £f I &de Pendent ColleSea Sel.col* 
feels ve ^y stronSly that such ar rtrendmrnt would do trucli morv harm to the 
pTcSmn: than it vogld to solve some of the perceived problems that n0 v 
exist becau&v of this interstate activity* Host of thv state guarantee 
tg^ncics do an vxceLlent job to ensure that all students within their 
^ur ifid it i t ion art* able to obtain a GSL* L!owCv**r t attitudes and policies in 
scire <tates undermine the intent of Ccngr^s* to Provide such access* 

Thv proct-sa established by the proposed amendment would create ar > 
addLttcnal barrier to loan acci'fi>. If> for example* a lender which 
pre*i in.-* ly participated in thv prc&rair. suddenly decioYd not to make CSI t 
-rY ro leant available froc ether Lenders withii* tht? state* d^lay 

cavum.€ b\ t^e application ^ r ,d appeals ceoeess aEiui.ed by the propt^ttf 
aeertltcrt k-ouJd &c well beyond rhe starting date of the sc:tdei::it ttic. 
Kary s:uctrts *oold Probably hiit'e ; p drop tut of celltge until the prpces* 
wts cocpivtvc cr another in-statv tender v as found. A lender of l^t 
resort program would eliminate the need for the ar.cndcptt < 

It is also very difficult for K * to believe that tny governs <>r hc£d 
cf a atate loan aB*r,cy *culd adiLtt to the Seceetaty of Eduiation and thv 
public in genet;.! that, in the face of an ^tplicatior. by an oufof-stite 
guarantor an d Under, lending institutions within that state are urabte cr 
unwilling to provide thu necessary Loan capital to ensure real _ccess to 
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tec ttn* to all ttudeutu wUlun tW ntutv* 

CONGRESS SHOULD HAlNTAlN THE STATUS QUO IU THE PROGRAM AM> ALLOW NATIONAL 
NONPROFIT ORGANIZATIONS TO GUARANTEE AMD NATIONAL LEWDER S TO LEND WKEREVER 
Tltm I? A MEED FOR A U'tfDEK M LAST fchbl'HI ♦ 

The Ajsuc Kit ion of Independent ullpRp* anil Schools recQirx-entlh thai 
Cniirf r* + vfc retain thr stutub <l<xo until reauthur irat ion cf the Ki&her 
Educator Act OtEA) . DurioK this tine. Conferrse can review thi* actLvLtii+t 
of the national nonprofit guarantors and Undetb to determine if they arci 
in f att ♦ ^r^ating ar unaccoptab le prublem throughout the country* It 
t,ur predict tor that you vH I find that they ^ru ecrvinjj an ehirvE-vl)* useful 
purpose as a L?r*dYr of 1ant rtiycrt and their continued ability to serve 
this fuiicixoE ou&ht Co be retained in the progrjrr* Also> the follow-up 
KCSPrt iti.Jv- results witt b*> available for your review* 

Tlu> highest objective of Cu^uri^s vnen it deals vith this progrjn. 
& 6- 1 1 1 u i v t b? vhutUrr they an* pro tec t ing tie icd i vidua I state guarantee 
ag^r.cir!** Tl.* v'hitl objctti\t sriulc t* wheLfci-c rli&ible jtudentt; are able 
1 i oh c « * [- It *.nii **Vt*ry<-hiTt' in the I'm t id Sic Lit. . Vitb thai ob ji-ct ivi ir 
□Lir.J, C^r.f;-i-Ki; sreulc ttnjji<!(r ( js a pari of ruauther ira l ion t soice fore (. f 
Ur^pr vf latt resort prcgr,tr tc <hsurr acces* U CSt.fi for all students* 
iA tt-rr.^t ive ly * t-ongr should centinue to allow naticral renprofit 
tli-ar jtfturs and lerLdeti; tu serve the sued function. We belie\e that* under 
l hi Uter approach, over.tufi 1 1} ther* will r.o lorBer be Pockets of non- 
ace t^s* :n the tfnit t-d St r*t cs . 
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Sennlor Slvutokd, Mr. Zinimer? 

Mr, ZiAtMKH, Thank you very much. Senator Stafford* 

As the national nonprofit administrative support corporations lor 
legal education, LSAC and LSAS have taken an interest in the as- 
surance that individuals who are accepted into law .school will* in 
Tact, haw the resources to attend, We have taken a number of 
<it-ps toward that end; LSAC and LSAS have held a number (^con- 
ferences thai have dealt with financial ai<l topics. We have met Ire- 
t|ui*nt1y with other law school organization concerned with these 
matters. As a result of those activities, our review of the rather ex- 
tensive information gathered by the American Bar Association and 
a number of our own questionnaires, we uncovered a substantial 
gap rn availability of student loan .supply to law students. 

Some of the previous testimony, has evidenced a luck of under- 
standing of the extent of our role as a multistats grassroots organi- 
zation* and I would like, rather than take the time now, perhaps to 
provide additional information later in the hearing, 

LSAC7LSAS had a substantial base of information. We had a 
number of indications of shortcomings in State loan supply. The 
foremost problem that was indicated to us was the slow develop- 
ment of auxiliary loans. A problem you have heard described here 
earlier, We were able, ;is a result of analysis of a variety of data 
bases. \o Come to the Conclusion that perhaps $50 or $75 million of 
demand for ALAS or PLUS loans was not being met and that the 
principal reason for that shortcomi : was the perception among 
law students ^nd taw school people that the in-school interest fea- 
ture was untenable. We discovered that, as well, State by state and 
locality by locality, other shortcomings existed, principally in the 
area of service io mt-of-State residents attending svhoot in various 
Slates away from their own homes. In a system of education as 
fundamentally national in character as law— teaching both State 
and Federal legal systems— that was of fairly fundamental interest 
for us. 

We estimated that another unmet need of about $20 million ex- 
isted in that area- We approached a variety of organizations and 
formulated e program we thought would solve it. We were sur- 
prised to learni after we announced the program, that a number of 
Dtate guarantee agencies had indicated their dismay and disap- 
proval. We have always assumed that this program was goinq to 
work in tandem with ongoing State programs — was going to fit in 
inierstitially The amounts of money we were talking about supply- 
ing were relatively substantial, but in an environment in which 
law student lending demand is between $300 and 5400 million a 
year, and law student expense need is over $1.2 billion, we believed 
there would be ample opportunity for any who wanted to Service 
law students to have the opportunity to do that- 

In truth, what we are doing in most States is to provide a small 
amount of current service and to make a backup network available 
if and when it becomes necessary. In some States, we do provide a 
major service that isn't otherwise available. For law students 
throughout the country, we provide a blanket of last resort security 
that would not otherwise be available. Let me give you the briefest 
progress report on how this program is going. 
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More than SW> percent of ABA-approved law schools have enrolled 
in the LSAAP pnjgrain. lxmn applications have been received from 
122 schools in 40 States. By mid-September, we had about a 3,500 
student volume and about $11 million in aid being sought. Most of 
these aid requests urose exactly where we thought they would. Sev- 
enty-three percent of the applications that are coming in are for 
ALAS programs- Perhaps 12 or (5 percent, in addition, is for out-of- 
State resident funding. Tht> demand is very much where we 
thought it was going to be. It is highly differentiated by State. We 
have evidence both from the questionnaires that we undertook 
before sturting this program und from the operational results of 
this program that there are pockets where our program is needed 
and there are places* tike Vermont, where it does not appear to be 
needed. 

We have not targeted any special marketing efforts. We have 
made this program uniformly available across the country. There is 
no reason on the face of it, in summary, to restrict multistate avail- 
ability of federally guaranteed student loans. If the vagaries of 
State conditions happen to create peculiar circumstances that 
create disadvantages for students in one State over another, we 
would like to be there to help address them with a failsafe mecha- 
nism. 

Let me just stress, us the last person up today* that the programs 
we are discussing today are Federal programs, albeit generally ad- 
ministered by the States. It is consonant with a Federal approach 
in this area for a national organization to provide a national base 
of support for those seeking loans from the system in their educa- 
tion. At a time when both the Federal and State governments are 
trying to find ways to encourage other organizations in society to 
develop ways to reduce the burdens on these governments* it seems 
inappropriate to prevent such efforts in the student loan area- We 
believe that we and our colleagues have developed a strategy which 
renders the Federal loan program more effective and efficient for a 
small segment of (he population that the program is designed to 
serve. We have done so at no additional cost to the Federal Govern- 
ment or to any local government. 

We respectfully offer, in conclusion, that little benefit will result 
from accepting the suggestion that one type of organization, and 
only one type, be permitted to serve the public in this important 
area. When the substantial and growing need for financial assist- 
ance for law students can be demonstrated to have been overcome, 
be assured that we will have no incentive to continue our present 
efforts to meet those needs. In the meantime, we believe we are 
performing a useful public service, and we ask you to let us contin- 
ue. 

Thank you, sir. 

[The prepared statements of Mr. Zimmer and Ms. Wolff follow:] 
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STATEMENT BY 
BHUCf I . ZJHMEH 

LAW SCHOOL ADHISSJON COUNCIL (LSAC) 
LAW SCHOOL AOMJSSION SERVICES (LS*Si 

Hr. Chairman and KceL-its of the Subcecal t tee: 

1 em very pleased to have the opportunity to addrese thia dTet ingui shed 

Subcecal ttee on a topic of considerable interest to our member law schools. I 

underatand that the PurPocc of this oorning'e activities 1* thr rjiaminatian of 

the effectiveness of the current federal regulation of guarantee agency function* 

wl thih states and across state Hnst, I cone before you as a representative of 

LSAC/LSAS. LSAC and LSAS are non-profit educational associations comprised of the 

173 American Bat Association approved law schoola In the United States ( flf >J their 

Canadian counterparts). The Lav school Adaiefliun Council and Services provide a 

wide array of services and publications related U> l#v school admissions. Our 

most administratively and operationally couple* program Is the Lav School Oata 

Aaseobly service* the national a/stem of gathering and distributing acadeoic and 

bio9raPhlcal information for the law school admission Process. By virtue of our 

subs tan t lal ef for t to rende r <ji verse acadeoic records read 11 y coupe rab ie* this 

eysteo has been instrumental in encouragi"? the consideration and evaluation of 

applicant acadeoic racords in the admission process. Each /ear. information 

concerning 100.000 people froo 3i000 colleges applying to over 2S0 law school* is 

collected, processed and communicated through this system. The School, 

Admission Test is another valuabla ccaponent of this national law school 

admission program. Our many other varied activities aimed at the support and 

improvement of the law school admission and administrative Processes ate 

described in materials available from our waehington. D*C, or Newtown. 

Pennsylvania offices. 

tot are without any stake in the well being of eny particular approach to 

loan guarantee. 1 coot before you, however, to aay that the current student 
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lending law and leyulatiuiia have [^raltled ua to undertake an at t ang eaent w lth 

First American Bank* Higher Education assistance Foundation and the Student Loan # 

Marketing ajihocI ation that 1* providl^ an Incremental and wary substantial 

service lor law stents. IS.XC arJ t^aS are very satisfied wltj> having had the 

opportunity to establish the mvlce. ctan find no sound purpose In a revision 

of current law that wouJd either limit or curtail our memhera* law students from 

oprortun lute to ooet the con* ido r^t-le f inancl al obi 19a tionc of ac^ui r log the lr 

l*9al educations* Our first and only effort at loan Program co-ordination* thv 

Law school A&pured fcccei.6 Froijrani, ot LSWU 3 * arose out of * careful evaluation of 

the Perceived ni'Mt of law students and law achools about which I will offer more 

iatar* 

I believe that a broad overview o( how k$*C a** 3 LSaS got involved with 
student loan concern* will be Instructive* tie are chartered to Provide adcicclon 
and aupjort services for law schools nationwide* Out interest* i n admissions 
leads ue, very directly, to tnKe an interest In the assurance that individuals who 
ar*t accepted into law school will In fact have the resource** to attend, to the 
greatest eat^nt P^suible independent of individual tteans, in pursuit of this 
objective w e established, in 1970* the Lav School Financial Aid Service, which 
I* our beinl a founding nearer ot the Graduate and Professional School 

Financial aid Council, where we have, for many years, represented: legal 
aduca tlon . 

In recent years, there has been graving doubt be to the adequacy of 
financial aupport aechani bus for law students, it least since 1961 . 
fluctuations in interest rates and crises in other aspects of faderal fiscal 
policy have focusaed considerable critical attention « n the costs of federal 

I 
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student loan subsldiee* verLoue en Pr rations of social and political policy* 
turn, focuased Adtln 1 et_r at ion «n4 Corner essionsl attest ion on the continued 
wJabtlity of GSL arrf PLUS or ALAS In ihe Graduate And professional school 
coniui* Faced with this uncertain environment, LSAC end L5AS b£Cane 
critically! and I bop* y ou might undi b r t tand * naturally interested* Coets ai 
Jaw ecnoois continued to grow raPJdiy In iPtti and t£82* Mora and oore 
aitanilon ai national meetings of legal education organ Ua lions wag focuBMd 
on financing legal education* In 19S?< we joined with the Association of 
American Law School* and the American Bar Association Section of Legal 
Education to forces Joint Taslt Force on Federal Student Aid Prograoc* We 
loofced for way& to provide oar members and consumer* with unoful assistance 
concerning law etudent assistance programs* Foilo*in9 dl scuss lofts *t many law 
■chool meetings and law school de ant workshops* through evaluation of 
questionnaires and by study of available databases* we discovered that 
emitting federal Proy ra os were not being as fully and effectively utilized *s 
they sl^ht be, LSaC/LSAS beliewed that both the Administration 4nd the 
Congress would profit free a deliberate effort to ©alee vitiating prorata* work, 
fully for jegal educet ion_ .even at their continued Viability and survival 
potential V aa being debated* Clearly then* one of our goale vas to enhance 
the iurviwablll ty of existing programs by helping to demonstiate their utility 
arid neceesity* put our most important objective haa always been the desire to 
e»*ure that qualified individuals throughout the nation would be able to 
complete their le9al education* Our analyses of data and review of anecdotal 
reports Indicated that* In there existed need and demand for 

million dollars P*r year more than was being supplied to law student* by banks 
and guarantee agencies* I would like you to understand thai in addition to its 
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anaiyaef of tU te g*th*rid from •very approved law school by the Aotrlcen Bar 
Association* LSAC/LSAS conducted 4 aP*ciflC aurvey of law achoola before ^ 
lsPleoent jng the Assured Access Program. That aurvey demons treted that an 
unset need of »ne it* &unon dollars per year could b* »*t by.*, program of 
the deeign at en in our LS*xp. 

There are a variety o( reasons for thi widespread recognition i^ legal 
education that tbia shgrtfdll exiete. Two causes et&erge as preeminent and can 
probably exPlain 60% of unmet demand - Fleet and foremost la the slow 
-dsveloPment of Auxiliary Loan tPLUs/ALAS) supPly. PLI'S/ALAS Programs wire 
brought to an operational state very slowly. Prominent guarantee agency 
officials Indicated strong disapproval of the Program, Nonethel ess* our 
Information has Indicated that law students have wanted arxd needed auxilllary 
loans *nd contlnua to do so. For than, loan demand was .Suppressed because of 
the requirement of ln.school Interest payments. Such payments vert perceived as 
an unworkable aspect by law schools* lav students and many others. L5AC/ US AS 
concluded that If a reliable auppiy of Auxiliary loan could be made Available 
by a lender willing to capltalire ln.school Interest* pant. up annual demand for 
at least 50-75 Billion dollars existed. 

Secondly, ve observed stdte.by-stdte and local 1 ty.by. Iocs 1 1 ty differences 
in availability of GSL as well as ALAS for PLUS ) loans. Local program % 
effectiveness ebbed and flowed as interest rates and market conditions 
fluctuated. In particular, we found very substantial pockets of difficulty for 
non-resident students* that Is* those atudente not residsnt of the state i* 
which they attended Is* school . lri * system of education as nationally uniform 
and as generally national in character as legal education* any Interferences | 
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vith Interstate «lcc*a to legal atudLefi epiieared to ut to be highly 

problematic. L£AC/L£A£ estimated that unset need for 20 to 40 million dollar* 

Of Loans annually ex In ted ■ * the renult of unfunded non-r esldent students. 

We snalyied other problem* po H ed by ]av schpol peraonntl ant) lav 

students. These included burdensome adm Inls tr * t lve processes that deterred 

borrowing t dl f f Icul t co.o i9ner requi r etaent s* credl t And loan 1 iml tat Lone of 

vat lou* tyP*B and required pr e_e* X et ing banking arrangements ae loan 
t 

prerequisites. We concluded that unmet need of Perhaps another b to iq million 
dollar* per year existed a* a result ol these explications. 

Lav students wer« not being fully served, w* wanted to helP, We 
approached * number of organisations to discuss the f#esability of a prorata 
desired to ptet the needs. Mb elected to worK out * program with the 
particular group that joined us in the LSAAP. We articulatad a need and a 
proposed outcome -* our col l*L>or a to re *ound way* to fulfill thele corporate 
ol salon* and meet those netdt *t the same tlpe. 

In June 1933* after pw>re than a year of peeperetion and following D^nrbs 
of ne9otiation to select proper program dimensions* LS*C and LS*£ announced a 
program to provide C£L and ALAS loans foe lav students under one simple 
nationwide ey*t«n. The program, the LSAAP, set the key ehoet comings that hsve 
been described previously. In addition to meeting our primary purpose of 
supplementing lav -iudenr finances* v e hoP«d a» wall to peovide euppoet for 
oue o ember schools* progceas of student recruitaent by assuring nationwide 
availability ol student losnn- So* concur esntlV with loan administrative 
sy*tejnB* ve developed oe approved foe development* a varlary of meteclale thst 
vould encourage participation in and assure access to the subject fon&c of 
financial aid* 
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To om euiprlse atid concern we discovered within day* of our announcnoent 
th*t * number of state guarantee agehcles indicated that they viewed LSAAp «s *■ 
competitive with their programs and thus Infringing upon thali prerogative* and 
priorities. We were surprised 1* cause, although we developed LSAAP In order to 

t 

axP*nd and assure national CSL and ALAS sccean for law etgdents* wa have neither 
Interest in nor reason to be In conflict with state guarantee organira t ionn . 
Indeed. took the effort* of the atate programs as * Jlven. We get loan volume 
expectations accordingly. In the 1983.1986 period that the LSAW 1b expected to 
be Implemented un.ler current arn^^entt, more thin * billion dollars of 
G&L/ALAS volume 1* likely to be generated at the nation' a l4w schools. Total 
student e*P*n&ts over that period will *Ppro*ch 4 billion dollar*. Law student 
loan demand Is very great and for the forseeable future there will be amPle 
opportunity for any and all who wish to lend money to lav students to do to* 

Whet are we really doing? In truth. In many states* our main function 
seems to be to Provide * small amount of current service and to make available 
* fail-safe, a back-up to the good efforts of the local lenders and guarantee 
agencies to Provide a safety net a9atnst any future difficulties that 
b* encountered by vlttue of changing cir cum stances -- to stand r«*dy to be 
helpful when needed. In some states* however* we provide services not locally 
available on terms not locally provided. As we noted eatlier* those served by 
L5AC/L5A5 *Pply to nationally approved law schools in a nationally uniform 
tdmieston testing* information support syatsm. We know that it is 
important to asaur* those we fterv* in that vyBtem* who later enroll in our 
■ember schools* that access to cSL «nd ALAS ie a certainty — whether they 

t 
* 
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anroll^in achoola located in Hates with ample loon aupplies or Halted 

t supplies and whether or not Conditions later change in any local context Cor a 

variety of farseoai*lo reaEami* For thousands o( law studenta LSW a needed 

last resort. _not a progren that alas to dr*w "buhl****" for reairan* of a*lf 
t j 
1 nt eres t * 

A report on the progress of the LSAAP stould help t"* SuhcoonsU tee 
appreciate Chat the prograo ie operating as intended and ia fulfilling a need* 
More than go* ot ABA approved law schools have enrolled as Participants in the 
program. Loan applications have been received from 122 achoola in 40 states* By 
(nid_5eptetabe r 3*500 students had sought acre than $)Tt tOQQtDQO of aid* With no 
marketing effort t*yond the provision of oateriala to lay schoola, an 
enthusiastic response wa« generated, More than seventy- three percent of the 
total of loans requested were the rarel/ available AU.S loam with the interest 
capi tal 1 ra tion feature* Review oi Incccing loan applications and of practices In 
atates in which LSW deQand Is hlg*i suggests that Probable BS 90* ot our loan 
demand Is concentrated In fact exactly where we predicted it would be: the 
underserved auxiliary loan candidate and the underserved out of state resident* 
JLa noted earlier* some individuals in a small nurSer ~f state agencies have 
suggested that we sought to "skim" a lucrative law achool n«rket <roa» them* The 
facts belle that perception our objectives and our work. We have not targeted 
an? apeclal Mifk« Mn 9 efforts on the basi* of *tate volume or market 
potential but made the LSW uniformly and nationally available. J* 
atate-by^etate breakdown of L5AAP performance reflects oan? apparently well 
served achools in which we are generating little or *o deaand # It also 
J reflects a number of atates 1" which need is concentrated at thla early sta?e 

In the development of our programs* These are neither necessarily those states 
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containing th* hlghrel overall loan voluaeii* t^r most law schools* or 

possessing any other particular characterlst lc other than dl sproPort lonal A 

evidence that an unnet need* often specifically identifiable* «*y be present 

In that state at this tfme* To date, tan states are now gtnerat^Ag 701 Of 

demand in tMa Program. Some very large* high demand* apparently well served 

■tates *re not on thl* jiat, w * (Mlute thea for serving our members and 

Consuner* sufficiently well that we are not needed* Here* « elsewhere, « 

note our gratitude for their efforts* 

There no reason on th* face of it to restrict multletate availability 
of federally guaranteed student loans* Safeguards already built-in to federal 
programs* including close monitoring by th- Department of Education* are 
adequate. If the vagaries of state economics and politics and local banking 
Practicea haPP*n to create disadvantages for students in some states vls.a.vis 
students in other states, there nhould bt a collection of national fall-safe 
mechanisms available, especially since student costs continue to rise 
slgni f lea ntl y. 

Let me emphasize that th*> student loan Programs we are discussing toddy are 
federal, albeit generally state adm m later ad ♦ It is Consonant with this federal 
approach for a na tlonsl organization to provide a na tional base of suPP°rt for 
those *e eking loans to a a si st them in financing their legal eduCa tions , Indeed 
it seems especially appropriate for legal aducatlon* which is training attorneys 
to serve both the states, and federal legal systems* to have the Law School 
Aaaurad Access Program available when and as it la needed* At a tins when both 
the federal and state governaenta are trying to find ways to encourage other 
organizations In the society to develop ways to reduce the burdens on these { 
governments* it seems incongruous that serious consideration be given to 

1 
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restricting or prevent iruj such efforts in the student loan srsa* we believe 
that have developed a strategy vhlch render* a federal program uor* effective 
•nd efficient for • amall segment of the population that the program is designed 
to itrve. we have done ao at no additional cost to the federal government we 
hOP« rhai yo\i might e?ree that i n our vay va ara trying to meet ihe challenge of 
out times* 

We respectfully offer that little benefit vill result from accepting ihe 
suggestion that onr typ* of organitat Un* and only one type t be permitted to 
serve the public In thia important area* The key objective for us all la 
assuring adequate loan supply under favorable termt to needy etude nit* Thai 
objective overrides any value ihai might reeuli from efforts 10 restrict 
availability of or access to financial support for lav students In any of ihe 
United States, ff state guarantee agencies can provide G5L and ALAS programs 
under term* and conditions o*re favorable than those of the LSAAPj they shall 
hava our congra tula t ions ♦ our ^aspect, our considerable interest, and our sincere 
ihanXc for providing this important service to ogr member schools and ihe 
students we serve* whan the substantial and growing need for financial 
assistance for lav students can be denonsuated to hava bean Overcome, ba assured 
thai ve vill havf no incentive to continue our present tffona to seat those 
needs, 

fn the meen*hile t we sre porforaing e useful public service* Please let 
u* continue * 
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TESTIMONY 



BEFORE THE SENATE SUBCOMMITTEE 



EDUCATION, AfiTS AND ffUMANl T it S 



BY; VJ U 1 i *V Ann Wolff 
Executive Director 
lowd College Aid Commission 
201 Jewett Building 
Des Moines, 1A 50309 
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Mr H Chit T'flki 11 ami MfHnlii?r i > uf the Committee: 

As Director' of the Iowa Co 1 1 ege Aid CoiamiSMon* which is responsible 
for vtate-fuoded scholarships and grams as welt as Iowa Guaranteed Student 
»m<l PLUS Liiiinst I Jiti deeply coficiTFu'J jpnut the trend toward nationwide 
Lluiii'iintrt 1 iiroiirjiMs cx«-iii|i I i T i <*tl in tilt* activities nf the Higher FdUCrttion 
Assistance foundation. 

Our Cumnission voiced the t i r-*t strong protests against MEAF's 
iiijijrcssivi* r^pdiision of its "not-for-profit" business in March, 1902* 
when HEAF snlned an sfdiTwnent to guarantee loans made by the Kaukeye 
Giincortior^t lun. At thut time the Hawkeye Banks were making abcut 20 to 
2b peiXOrit Lif the loans under our jgency's guarantee through a program 
which th+'v L\vf[ the towa Higher Education Loan Program, 

Our CftrmaiiiMijn believed thdt the Education Amendments Of 19/6 vested 
guarantee responsibility in a decentralized network of state ngencies or 
private nonbrufit corporations designated by appropriate authorities in 
each state, Iowa and many other states established such guarantee programs 
in the late 1 ^ 70 ' s with the assurance Ln ^t the designated agency would serve 
as the sole guarantor in the state as long as that agency was able to provide 
luan access to all eligible students and operated in compliance w i t h the 
program requirements established by statute or adopted by regulation. 

Iowa is in full compliance with the law and has enlisted the 

Participation of virtually every bank, savings and loan association* and 

Credit union in our state. More than 670 lenders are providing approximately 

m 

SI 00 mil 1 ion in loans annual ly and are assisting one out of every two Iowa 
college students. Since fowa had developed a Program that was highly 
successful and fully responsive to the needs of its students and schools* 
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our Civivn i s *i ion ii'vi'd th-it III A I n-id overstepped the boundaries of the law 
or, at least, l ho intent of the law by extending its business into our 
SUte* The Assistant Attorney btneral who provided letjijl counsel to our 
tiijurmy t-uncurred in l He Co'Tufii ss iun 1 \ v iowpo i nt und appea ' ed to Secretary 
Ten** 1 II Bell for d rulinq and intervention* Iho Secretary did not dijree 
with our counsel' 1 * interpretation of the law, -r- we discovered two ■iionths 
later when the Secretary replied that HtflK was uctinq entirely within the 
Ijv*, The Secretary ,r*,o expressed the hope that the Jowa Commission would 
^co-exit wKh r . , HtAf + . in u environment af heathy cowipet 1 1 ton. 11 

Jr> duo coursr U>l' I'umrniss >iVn decided to *tccept this verdict and 
"etWAist" with HLAF but to tent indie the Ayrt wents to GudT\ihU i e loan 1 ; 
whur ue huld with the H-iirtkeyo-df f i Hdted thinks. The Cuimi*iss n" touV this 
actum unly ,ifler hoio dnd Careful consideration ut the onfu^ion dnd possible 
I uibi I 1 1 thdt wtuld result from dllowih'j the Hawkeyo Bao L ^ t,o retain 
el ,(] J bi 1 ily 'in* part it ipat ion in the lowii Program when thv* were nut t in 
tact, piirt n. i (ivit imj to any appreciable e^*^nt T However v ■ iwkeye refused 



tn accept the U'l'Ji.i \u tu>n dnd is contesting thii. action in folk County District 
Cnurt . 

In the I'liMrilw , pus^iblv itu nui-.Tifil by i_he Dcp^'tMient of Education 
sund on the issue* ItfAf has been taking agrjrossTve tr'pr, to expand us 
}ojti ^udr ( jntee business across the country. The publicised and tfiost 

struniily jiro tested eXiiitiple of this eajidu^on *o dati- hds been the L»iw SLhool 
Assured Access Froijram (LSAAP), a promotional activity jointly sponsored by 
the Hiyher Education Assistance foundation, the Student Loan Marketing 
A^snc kit ion ("SaMie Map 1 "), and the Law School Admissions Council, "Ihe 
Fn,st American Brink of Washinuton alsu enters into this, arrangement <js the 
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nominal originator of the LbAAP loans, using funds provided by the Student 
Loan Marketing Association. 

The President of HEAF has informed his colleagues in the National 
Council of Higher Fducation Loan Programs that he win be launching two 
more "last resort" pro<|rarr»s within the next two or three months. One 
will be for vocational students and will be jointly sponsored by Citibank* 
HEAF, and the Association of Independent Colleges and Schools (AltS) and 
the National Association of Trade and Technical Schools <NATTS). The 
other is intended to serve all types of post secondary students and is to 
be jointly sponsored by the National Association of Financial Aid 
Administrators (NASFAA). The Funding will be Provided by a major insurance 
comhany. Loan applications will be distributed to students and forwarded 
to HEAF by the financial aid officers at the schools. In none of these 
"special m.cuis/last resort" Programs does the borrower nave any contact 
wi th the lender. 

These activities are being undertaken by HEAF without regard to 
the ava ilabi 1 i ty of Joans f rota local lenders under des igna ted state 
guarantee agencies. They are clearly designed to build HEAF's nonprofit 
business at tne expense of the authorized state agencies. 

The Iowa Conmission is firmly committed to the principle that the needs 
of students and eQual opportunity for education must supersede any other 
consideration, including state territorial prerogatives < If hEAF had 
restricted its activities to the few states in which loans are not readily 
available to all categories of eligible students* I feel certain that this 
controversy would never have arisen. The President of hEAF explains his 
broadside approach to "Providing loan access" by saying that he couid not 
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presume to evaluate whether any given state is doing an adequate Job of 

making loans available to all of its students. ^ 

The majority of state guarantee agencies are convinced that the 
Guaranteed Student Loan and PLUS tor ALAS) Programs can serve students 
most effectively and economically if they are tiimi ni sterod at the state S 
level by state-designated agencies working in Partnership with the Federal 
Government* Here are a few of the reasons f or this viewpoint; 

(1) A state-based agency ts in a better position to work 
closely with the schools* lending i/st itut ions and 
students* This decentralized administration has been 
largely responsible for the growth and success of the 
Guaranteed Student Loan Program since the Education 
Amendments of 1976. 

(2) Many of the state guarantee agencies* such a* our Iowa 
Commission, are also responsible for state scholarships 
and grants. This dual responsibility ensures a better 
balance and a higher degree of coordination among the 
different types of student aid. For example* our 
Commission staff frequently sPeaks to groups of students 
and parents, high school guidance counselors or college 
financial aid administrators. We make a point of 
emphasizing the variety of student aid available and 
that borrowing should be a last resort source af 
assistance. 

(3) The concept of competition between a state-regulated | 
agency and a Private nonprofit corporation is 

J 



ERLC 



93 



95 



unrealistic. Spending by state agencies is subject 
to c?ose surveillance by the ?egistative and executive 
branches of state government, as it should be. The 
marketing and promotional expenditures conwonly 
incurred by private organizations , as well as the 
high salaries paid to their executives, are far 
beyond the appropriate limits set for state agencies. 
The fact that a guarantor's administrative costs are 
reimbursed by the Federal Government up to the equivalent 
of one percent of the guarantor's ?oan volume should be an 
incentive to Congress to ensure that the loan guarantee 
function is administered as economically as possible, 

U) Multiple guarantors in a itate generate confusion and 
possible abuse of the loan programs. The variations 
in application procedures and regulations can lead a 
student to believe that the competitor's Program is 
a new and different source of aid. It would be 
Possible for a student to obtain loans under both 
guarantors for the same school period, since there 
is no exchange of information between the guarantors* 
This presents a very real potential risk to lenders, 
since one of those loans would be inei igible for 
federal interest subsidy. 

(S) The Personal relationship between borrower and 
lender, an important safeguard against default, 
is sacrificed by the large multi-state guarantee 
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operation* Mall order loans are both easier to get and 



easier to forget. The Iowa College Aid Commission 



4 



encourages the lender to hold a Personal interview 
with the student borrower, whenever possible. This 
community-based approach, which has enlisted the 
participation uf more than 67Q hometown lending 
institutions, is working extremely we 1 1 in Iowa, 
About 50 Percent of the Iowa loans ^re m<ide by lender* 
that have less than $1 minion in student loar*s on 
their books. The defaults on these loans are 
neg 1 i g i b 1 e ♦ 

(G) Repayment of student loans is simplified and 
defaults less likely if the borrower has all 
the loans from a single lender under one guarantee 
agency. Multiple guarantors operating within a 
state encourage borrowing from a variety of 
lenders and lead to a complicated repayment 
schedule. 

The events of the Past 18 months have convinced our Commission that 
Congress needs to direct its attention to the current controversy between 
privately^controlled multi^state guarantors and the designated state 
guarantee agencies. The members of the National Council of higher Education 
Loan Programs (NCHELP) adopted a statement of principles by a vote of 46 to 
17 at its annual business meeting in May* 1983. This statement, which 1 am 
attaching to my comments* affirms the principle of state authority over % 
entities providing loan guarantees for students who are residents of the 
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state or attending colleye within the state. U also declares NCHELP support 

For any amendatory language needed to clarify the current law Pertaining to 

state authority and responsibility in this area* 
1 We commend this Subcommittee for its initiative in addressing this 

1 problem and thank yog for the opportunity to express our Commission's 

viewpoints. 
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NATIONAL COUNCIL OF HIGHER EDUCATION LOAN PROGRAMS 
5 T AILMENT OF PRINCIPLES 

As Approved by a Vote of 46 to 17 at Spring Conference ^ 
May 17-19, 19fl3 

» 

NChELP subscribes to the principle thut the educational loan programs 
administered pursuant to Title IV, Part B, of the Higher Education r 
Act of 1965, as amended, operate most effectively and efficiently when 
each state, through the political process appropriate to the state, 
takes, or causes to be taken, the following actions: 

1. One or more entities should be established or appointed by each 
State to provide guarantees for student and parent loans for 
residents of that State or for residents of other States who 
may attend eligible schools within that State. The establishing 
or appointing authority within a State will vary from State to 
State but, in all cases, shall be a higher authority than a 
guarantee agency* should have lawmaking powers or should be 
vested with the responsibility of enforcing the laws of that 
State. The operation of other providers of GSL insurance 
within the borders of a State should be restricted to such 
activities as may be agreed upon or approved by the establishing 
cr appointing authority* To the extent that Federal law is 
unclear or incompatible with this principle, NCHELP should 
actively support the adoption of necessary amendatory language. 

2. Each such entity or entities should ensure that every eligible 
student within its service area has fqual access to a lender 
who will not discriminate on any prohibited basis in making 
the credit decision. 

3. Each state, by establishment or appointment of an entity or 
entities, should provide access to loan guarantees to all 
eligible lenders within its borders. 

4. Each such entity or entities should ensure the availability 
of a lender or lenders of last resort. 

5. Each such entity or entities should Promote the availability 

of one or more secondary markets for its insured loans in order 
to provide loan liquidity at competitive rates to participating 
lenders. 

6. Each such entity or entities should require all holders to use * 
vigorous efforts to collect loans while ensuring compliance 

with state and federal collection laws. 

7. The Task force believes NCHELP, collectively and each of its 

members individually, should take all reasonable actions to ( 
protect and enhance the rights and responsibilities of each 
state through its appointed or designated entity to admin- 
ister the loan programs by reasonable interpretation of 
the authorizing federal act and should encourage deregulation 
at the federal level consistent with the oversight and audit 
responsibilities necessary to ensure compliance with the act. 
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Senator StafKohd. Thank you, Mr, Zimmer, 

In view of the hour, the Chair is going to ask this panel if you 
would be willing to respond to a few questions in writing that we 
propose to propound at your early convenience. 

Would that be agreeable? 

Mr, Zimmer, Happily, 

Mr. Rosenblatt, Yes* Senator, 

Dr. Bronson. Yes. 

Senator Stafford, Fine, Then, we will have a few questions we 
would like to send to you. And for the committee and for myself 
personally, I want to express my appreciation and our appreciation 
to all of you for helping us this morning as we wrestle with how 
best to make sure our students have access to funds to go to col- 
lege. 

Thank you very much. 

The committee stands adjourned, 

[Whereupon, at 12:30 p m,, the subcommittee was adjourned,]. 
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